2003 Annual Report 


Company Profile 


Toys“R” Us, Inc., is a worldwide specialty retailer of toys, 
baby products and children’s apparel. As of January 31, 
2004, we operated 1,501 retail stores worldwide. 
These consisted of 927 United States locations 
comprised of 685 toy stores under the name 
Toys “R” Us and Geoffrey, 198 specialty baby- 
juvenile stores under the name Babies “R” Us, and 


44 free-standing Kids“R”Us children’s clothing stores. 


The company is strongly focused on 


strengthening the quality shopping 
experience of customers in its U.S. toy 
stores through improved in-store 
performance, exciting merchandise, and 
greater service capability. With its well- 
recognized “spokesanimal” Geoffrey the 
Giraffe, Toys”R”Us is a favorite destination 
for kids and grown-ups alike. In addition to its traditional store 
formats the U.S. division includes Geoffrey stores, Toys”R’Us combo 
stores which include an apparel offering, and Toys“R”Us Toy Box 
aisles in select grocery stores which provide greater convenience 


for customers where they shop most frequently. 


TOYSEPUS International 


Toys“R”Us opened its first international 


The International division had its 
strongest operating earnings ever in 
2003. This strong performance speaks 
to the vitality of the “R”Us brands 


on a global basis. The International 


business builds on the global strength 
of the brands, then adds a local flavor tailored to each country. 
At January 31, 2004, Toys”R”Us International operated, licensed or 


franchised 574 stores in 30 countries outside of the United States. 


stores in 1984 in Singapore and Canada. 


All of the Kids”R’Us stores will close in 2004. Internationally, 
as of January 31, 2004, we operated, licensed 
or franchised 574 stores under the “R”’Us name. 
We also sell merchandise through our Internet 
sites at www.toysrus.com, www.babiesrus.com, 
www.imaginarium.com, www.sportsrus.com, and 
www. personalizedbyrus.com. Toys ”R” Us, Inc. is 


incorporated in the state of Delaware. 


BABIESAUS 


Babies“R”Us opened in 1996 to provide 
everything expectant and new parents 
need - apparel, furniture, car seats, 
bedding, strollers and more - all under 
~] one roof. By offering a wide selection 
of juvenile merchandise at affordable 
prices and knowledgeable friendly 
service, Babies”R”Us is working hard 
to be the leading retailer in its segment. The popular Babies”R”Us 
Baby Registry registers more expectant parents than any other retailer, 
and allows them to create, view, and change their personal registries 


either in the store or on the Internet. 


TaYSs. US COM 


Toysrus.com offers families on the go 
great selection, the ease of online 
shopping, and convenient shipping 
options. Toysrus.com is one of the leading 
online stores for toys, video games, and 
merchandise for babies. In alliance with 
Amazon.com, Inc. since 2000, Toysrus.com 
has been an online retailing success 
story giving guests a terrific online toy-buying experience. The 
division's other online shopping experiences include Babiesrus.com 
featuring the Baby Registry, Imaginarium.com, Sportsrus.com featuring 
unique sports-related merchandise, and Personalizedbyrus.com offering 


personalized gifts. 


letter to Shareholders 


The Toys“R” Us Inc. portfolio of businesses experienced both significant disappointments and important 
successes in fiscal 2003. Our domestic Toys”R”Us and Kids“R”Us divisions faced considerable challenges 
and generated earnings results well below fiscal 2002 on an operating basis. By contrast, we enjoyed 
record sales and earnings performances from Babies”R”Us, Toys”R”Us-International, and Toysrus.com. In 
addition, operating disciplines continued to improve, highlighted by solid inventory and expense control 
as well as the completion of a three-year plan to refinance our debt and strengthen our balance sheet. 


Toys“R” Us—U.S. 

The Toys”R”Us-U.S. performance for the 2003 holiday selling season and the full year was well below our 
objective. The toy industry experienced significant price deflation, particularly in the video game business, 
and an overall decline in retail sales during a season characterized by intense price competition for toy 
retailers. Given the competitive environment, we believed it was important to maintain U.S. market share 
in our core toy business. We believe we achieved that objective, and in fact, we saw an increase in our core 
toy share with a number of vendors. However, the impact of price competition on our operating margins 
was substantial and operating income for the division fell significantly below the previous year’s level. 


Nonetheless, the division remains profitable, continues to generate significant cash, and clearly has a 
valuable brand name. The Toys”R”Us-U.S. division also continued to improve its operating disciplines. 
Despite the negative sales trend, toy store inventories were 3% lower at year-end than the previous year 
and clearance inventory levels were the lowest in many years. 


We have been encouraged by our review of the industry's 2004 toy lines. Our manufacturing partners realize 
that the toy industry must restore growth if it is to have a healthy future. The level of innovation and new 
product offerings is meaningful. Industry marketing efforts for Holiday 2004 will be focused on the joy that 
toys bring to children, reminding parents that toys are more than just another commodity. We are hopeful 
that we can continue to improve our market share in a season of renewed growth for the toy industry. 


Toys“R”Us—International 

Our portfolio also experienced a number of important successes in 2003. Toys”R”Us-International turned 
in another record year, and we grew our market share in virtually all of our international markets. Sales 
increased in local currencies, and these gains were enhanced by the impact of currency translation. 
Operating earnings for the year approached $190 million (excluding the impact of adopting EITF 02-16), 
up from $160 million in the prior year. The division continued to expand, adding 37 stores, including 
31 licensed and franchised stores, in fiscal year 2003. 


Throughout the year, the International division worked to leverage its operations in all markets by reducing 
expenses in product and material purchases and by increasing information flow between countries. This 
was accomplished while maintaining the local sensitivity that has made our business so successful. As part 
of this plan, we positioned our businesses in Portugal, Spain, and France under the umbrella of a Southern 
European region. This is similar to the successful operating structure of our Central European region, which 
includes Germany, Austria, and Switzerland. 


The Toys”R”Us-International division added two new Babies“R”Us stores in Japan, for a total of three stores 
in that country. Additional Babies“R”Us stores will open in Japan this year as part of Toys”R”Us—Japan, 
which is 48%-owned by Toys “R” Us, Inc. We are excited about the potential of the Babies“R”Us concept in 
the global marketplace. 


In the U.S., the Babies“R”Us division also enjoyed record performance in 2003. The division’s sales rose 
to $1.8 billion, an 11% increase, and more importantly, operating earnings in the division surpassed the 
$200 million mark, up 18% from the previous year (excluding the impact of adopting EITF 02-16). The 


John tf. Eyler Jr. 
Chairman of the Board, President 
and Chiet Executive Officer 


In 2003, two new Babies’ R’Us 
stores opened in Japan, for a 
total of three stores. This is the 
first foray ints an international 
market for Babies’R’Us. 


The Babies’R Us division was 
2003's top contributor to total 
company operating earnings. 


In June, more than 1,500 fans 
attended the ToysRUs Times 
Square Midnight Madness Book 
Release party for “Harry Potter 
and, the Order of the Phoenix” 


In 2003, we signed an agreement 
with Albertsons, Inc. to be the 
exclusive toy provider for their 
{ood and drug stores. 


We continue to research and 


test new service concepts in 
our Geoffrey stores, 


division was the top contributor to total company operating earnings for the first time in 2003. 
Comparable store sales at Babies”R”Us increased approximately 3% for the year, and there was a solid 
increase in same store foot traffic. Private label and exclusive products remain staples of the business and 
provide added value to consumers. Babies”R”Us associates continue to raise the bar on customer service 
for our organization, scoring the highest of all of our divisions in “guest delight.” We continue to improve 
our Baby Registry, an important means for new mothers to identify “most wanted” items and to help gift 
givers make exactly the right choice. 


The Babies“R”Us division remains vigilantly focused on its portfolio of stores, refreshing the look of older 
stores and relocating others as needed in order to maintain vitality. Sixteen new stores opened in the U.S. 
in 2003, and 25 stores were renovated to maintain freshness. As I write this in March, Babies“R”Us has 
reached the milestone of opening its 200" store, with approximately 20 new store openings in the U.S. 
and additional existing store renovations planned for the 2004 fiscal year. 


Toysrus.com 

Our online retailing division, Toysrus.com, reported its second profitable fourth quarter in 2003. The division 
also reduced full-year consolidated losses for 2003 by 50% compared to last year. We expect continued 
improvement, and we hope to be profitable for the full year in 2004. 


In alliance with Amazon.com, Inc., the division operates Toysrus.com, Babiesrus.com, and Imaginarium.com. 
The Toysrus.com division also launched a new online shopping experience in 2003, Sportsrus.com. This effort 
brings unique sports-related merchandise to the division’s online customer base, which now surpasses 
10 million. The division’s continued success prompted Internet Retailer magazine to name Toysrus.com among 
their Top 50 “Best of the Web” retailers. 


Closing of free-standing Kids“R”Us stores 

The Kids“R”Us division reported sales of $423 million in 2003, down from $454 million in 2002. Despite 
significant efforts for several years to reverse negative trends in the Kids”R”Us stores, performance 
continued to decline in 2003. As a result, in November 2003, we announced our decision to close the 146 
free-standing Kids“R”Us and the 36 free-standing Imaginarium stores as well as three distribution centers 
that supported these stores. The majority of these facilities were closed on or before January 31, 2004. In 
March 2004, Toys“R” Us, Inc. entered into an agreement with Office Depot, Inc. under which Office Depot 
agreed to acquire 124 of the former Kids“R”Us stores for $197 million in cash, before commissions and 
fees, plus the assumption of lease payments and other obligations. 


The activities associated with the closing of our 146 free-standing Kids“R”Us stores include the 
cancellation and management of pending orders, the liquidation of inventory, and the disposition of real 
estate. All of these activities have progressed extremely well. The transaction with Office Depot largely 
completes the disposition of the Kids“R”Us real estate portfolio. Fourteen additional Kids“R”Us stores are 
slated for conversion to Babies”R”Us over the next two years. These actions put us well ahead of our 
original schedule and free up resources that will be refocused on other initiatives. 


New ventures 

On the new business front, we are very pleased with the progress of our Toys“R”Us Toy Box venture, which 
will soon have a presence in more than 2,000 Albertsons, Inc. grocery and drug stores across the U.S. The 
Toy Box financial model is an attractive one for us because it requires limited capital investment and is 
capable of producing financial returns above our company’s average. 


Geoffrey's . 


TOYSE pus BABiESHUS 


Our Geoffrey and Geoffrey’s Toys”R” Us stores will continue to test a variety of new activities, products, and 
service initiatives, some of which will be implemented throughout our U.S. toy stores during 2004. We 
carefully monitor the performance of these initiatives since we believe they offer an opportunity to 
enhance the guest experience and to help improve our U.S. toy store performance. 


Company balance sheet and portfolio 

In the fall of 2003, we completed our three-year plan to refinance our debt and strengthen our balance sheet, 
thereby reducing our dependence on the more volatile short-term debt markets. We also pre-funded our 2004 
debt maturities. These efforts contributed to our strong year-end balance sheet and ample liquidity. We ended 
fiscal 2003 with $2.0 billion in cash including the funds earmarked to repay maturing debt. Our annual cash 
flow from operations net of capital expenditures was $533 million, up from $176 million in 2002. Year-end 
cash balances surpassed our expectations as a result of improved working capital management and increased 
operational discipline, as well as the better than expected results of the Kids“R”Us liquidation sales. 


Toys“R” Us, Inc. is a portfolio of valuable assets. Our Babies”R”Us and Toys”R”Us-International divisions 
are healthy and vibrant. Toysrus.com has made enormous progress in the past few years and is approaching 
annual profitability. Although the U.S. toy stores have not performed as well as we had hoped, the division 
remains profitable and continues to generate significant amounts of cash. We have an extremely strong 
balance sheet, including owned and unencumbered real estate with a book value of more than $2.2 billion, 
and an equity stake in Toys”R”Us-Japan with a market value of more than $300 million. 


Following the 2003 holiday season we began a process of evaluating all of our assets, divisions, and 
properties in more detail. The performance of the U.S. toy stores during the holiday season was one of the 
primary catalysts for this strategic evaluation. Our goal is to determine the optimal configuration and use 
of our resources. We have retained Credit Suisse First Boston LLC as our financial advisor to assist us in 
this process, as well as other experts to provide appraisals of our real estate and other holdings. 


Once we have gathered all necessary valuations and other relevant information, we will review potential 
strategic alternatives and make our recommendations to the Board of Directors. The strength of our current 
financial position and liquidity put us in an excellent position to evaluate, and then implement, the best 
course of action to enhance shareholder value. At the same time, we will work diligently to make sure that 
the interests of our debt holders, vendors, and associates are also appropriately taken into account. 


In conclusion 

As fiscal year 2004 progresses, we are committed to operating our portfolio of businesses successfully and 
to completing the strategic review that will define the future of Toys”R”Us, Inc. I am proud to be a part 
of the “R” Us family and these great brands, and I would like to thank all of you for your continued 
confidence in Toys “R” Us, Inc. and for the vital role you play in our success. 


John H. Eyler, Jr. 
Chairman of the Board, President and Chief Executive Officer, Toys “R” Us, Inc. 
March 31, 2004 


Sincerely, 


OV 


Geot{reys Box Office is a new 


entertainment department in 


our U.S, toy stores. 


The ToysRUs Children's Fund, 

in partnership with the Starlight 
foundation, builds kids’ playrooms 
in medical facilities across the U.S. 


Geoffrey was the star of November's 
ToysRUs Holiday Parade on 


Broadway, a unique showcase 


for toys and licensed, properties. 


Financial Summary 


Toys “R” Us, Inc. and Subsidiaries 


(In millions, except per share data) Fiscal Year Ended 
Jan. 31, Feb. 1, Feb. 2, Feb. 3, Jan. 29, Jan. 30, Jan. 31, Feb. 1, Feb.3, Jan. 28, 
2004 2003 2002 2001 2000 1999 1998 Ago 1996 1995 
Operations” 
Net Sales $11,566 $11,305 $11,019 $11,332 $11,862 $11,170 $11,038 $ 9,932 $9,427 $ 8,746 
Net Earnings/(Loss) 88 229 67 404 2719 (132) 490 427 148 532 
Basic Earnings/(Loss) 
Per Share 0.41 1.10 0.34 192 1.14 (0.50) sy 2 1.56 0.54 1.88 
Diluted Earnings/(Loss) 
Per Share 0.41 1.09 0.33 1.88 1.14 (0.50) 1.70 1.54 0.53 1.85 
Financial Position at Year End 
Working Capital $ 1,912 $ 1,208 $ 657 iho Bye) $ Sool OG $ 579 $ 619 $ 326 $ 484 
Real Estate - Net 2,461 2,398 2,313 2,348 2,342 2,354 2,435 2,411 2,336 Zen 
Total Assets 10,218 6) SIS) 8,076 8,003 5 )3)58) 7,899 7,963 8,023 6,738 6,571 
Long-Term Debt) 2,349 2,139 1,816 1,567 1,230 t222 851 909 827 785 
Stockholders’ Equity 4,222 4,030 3,414 3,418 3,680 3,624 4,428 4,191 3,432 3,429 
Common Shares Outstanding 213.6 21225 196.7 197.5 239.3 250.6 282.4 287.8 2/3eu 279.8 
Number of Stores at Year End 
Toys“R” Us - U.S. 685 685 701 710 710 704 700 682 653 618 
Toys’R” Us - International °) 574 544 507 491 462 452 441 396 337 293 
Babies”R”Us- U.S. 198 183 165 145 13 113 98 82 = = 
Kids“R”Us - U.S. 44 146 184 198 205 212 215 212 213 204 
Imaginarium - U.S. - 37 42 2y7/ 40 - - - - - 
Total Stores 1,501 595 17599 1,581 1,548 1,481 1,454 1372 1,203 1,115 


(1) Certain fiscal years include the impact of restructuring and other charges. In addition, the fiscal year ended January 31, 2004 was impacted by the 
adoption of the provisions of EITF 02-16. For further details, see our Annual Reports on Form 10-K. 


(2) Excludes current portion. 
(3) Includes licensed and franchised stores. 
(4) The remaining 44 Kids“R’Us stores will close during the first half of 2004. 
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PARTI 


ITEM 1. BUSINESS 


Except as expressly indicated or unless the context otherwise requires, as used herein, the “company,” “we, 
“us,” or “our” means Toys “R” Us, Inc. and its subsidiaries. We are a worldwide specialty retailer of toys, baby 
products and children’s apparel. As of January 31, 2004, we operated 1,501 retail stores worldwide. These 
consisted of 927 locations in the United States, comprised of 685 toy stores, including four Geoffrey stores, 
which are discussed further in the section “Growth Initiatives;” 198 specialty baby-juvenile stores under the 
name “Babies “R” Us;” and 44 children’s clothing stores under the name “Kids “R” Us.” All of the Kids “R” Us 
stores will close in the first half of 2004. Refer to the section entitled “Closing of Kids ““R” Us and Imaginarium 
Free-standing Stores” below for further details. Internationally, as of January 31, 2004, we operated, licensed or 
franchised an aggregate of 574 stores. We also sell merchandise through our Internet sites at www.toysrus.com, 
www.babiesrus.com, www.imaginarium.com, www.sportsrus.com, and www.personalizedbyrus.com. Toys “R” 
Us, Inc. is incorporated in the state of Delaware. 


Our retail business began in 1948 when founder Charles Lazarus opened a baby furniture store, Children’s 
Bargain Town, in Washington D.C. The Toys “R” Us name made its debut in 1957. Since inception, Toys “R” 
Us has built its reputation as a leading consumer destination for toys and children’s products, including apparel. 
We opened our first Babies “R” Us stores in 1996, expanding our presence in the specialty baby-juvenile market. 
We are among the market share leaders in most of the largest markets in which “R” Us retail stores operate, 
including the United States, the United Kingdom, and Japan. 


This Form 10-K reports on our last three fiscal years, ended as follows: for the year ended January 31, 2004 
(our 2003 fiscal year end), for the year ended February 1, 2003 (our 2002 fiscal year end), and for the year ended 
February 2, 2002 (our 2001 fiscal year end). References to 2003, 2002 and 2001 are to our fiscal years unless 
otherwise specified or the context otherwise requires. 


Toys “R” Us - U.S. 


We operated toy stores in 49 states and Puerto Rico as of January 31, 2004 and we sell toys, clothing, plush, 
games, bicycles, sporting goods, VHS and DVD movies, electronic and video games, small pools, books, 
educational and development products, infant and juvenile furniture, and electronics, as well as educational and 
entertainment computer software for children. Our toy stores offer approximately 8,000 to 10,000 distinct items 
year-round, which we believe is more than twice the number of items found in other discount or specialty stores 
selling toys. 


As of January 31, 2004, we operated 685 toy stores in the United States, including four Geoffrey stores and 
387 combo stores, which combine our toy offering with approximately 5,500 square feet of children’s apparel. 
These stores conform to the prototypical designs consisting of approximately 30,000 to 45,000 square feet of 
space and are typically free-standing units or located in shopping centers. We did not open any new toy stores in 
2003, although we did relocate certain stores to nearby locations and incorporated certain elements of our 
Geoffrey format into 13 other stores. 


We seek to differentiate ourselves from competitors in several key areas, including product selection, 
product presentation, service, in-store experience, and marketing. In the last several years, we have taken a 
number of actions in our attempt to strengthen our franchise. These actions included: 


e Enhancing our product offering and adding more exclusive products to our mix; 
e Adding apparel to a number of our toy stores in the United States; 


¢ Renovating our toy store base in the United States to freshen our stores and enhance the shopping 
experience; 


¢ Acquiring the Imaginarium chain and adding an Imaginarium learning and educational toy boutique to 
all domestic toy stores; 


¢ Reorganizing our store management teams into merchandise “Worlds” and improving customer service; 
and 


¢ Opening a flagship store in New York City. 


Each of these actions is discussed in more detail below. 


U.S. Toy Store Product Offering 


We offer a wide selection of popular national toy brands including many products that are unique to, or 
launched at, Toys “R” Us. Over the past few years, we have entered into exclusive branded product agreements 
with Animal Planet, Cabbage Patch, Home Depot, and Scholastic, among others, enabling us to offer products 
that our guests will not find elsewhere. In addition to exclusive vendor alliances, we offer a broad assortment of 
private label merchandise under names such as Animal Alley®, Fast Lane®, Fun Years®, Especially for Baby®, 
and Dream Dazzlers® in our toy stores. We attempt to continually strengthen our “core merchandise” content 
(our top 1,500 selling items). By focusing on core merchandise, we believe that we can maintain strong 
relationships with our vendors and allow them to better plan production and meet delivery timetables. We believe 
this approach helps to ensure our stores have a sufficient supply of core merchandise items, allowing us to satisfy 
our guests’ demand for these items. 


Apparel 


Approximately 387 of our domestic toy stores now carry apparel; we plan to add apparel to approximately 
35 additional toy stores this year following the closing of the free-standing Kids “R” Us stores. Apparel is also a 
key product line in Babies “R” Us stores. 


Physical Renovation of U.S. Toy Stores 


Between 2000 and 2002, we renovated a substantial portion of our toy store network in the United States to 
our “Mission Possible” format. The Mission Possible format enhances store layout by creating a racetrack 
design, lowering merchandise displays, widening the aisles, and reorganizing merchandise in logical categories 
to improve shopping patterns. We believe this format enables us to present our merchandise in a more dynamic 
selling environment and to create a more enjoyable shopping experience for both adults and children. 


Imaginarium 


Imaginarium was acquired in 1998 to expand the learning and educational toy categories in the “R” Us 
family of retail stores. Prior to the acquisition of Imaginarium, we did not have the vendor relationships 
necessary to compete effectively in the learning, creativity and educational toy segments, some of the fastest 
growing areas of the toy industry in recent years. The addition of an Imaginarium boutique inside of our toy 
stores was also a key component of the Mission Possible format. We believe these Imaginarium in-store 
boutiques have enabled us to establish a leadership position in the learning and educational categories. Although 
we made a decision in 2003 to close the remaining free-standing Imaginarium stores, we intend to continue 
strengthening and expanding the product offering of the Imaginarium boutiques within our toy stores. In 
addition, our Toy Box format also includes Imaginarium products. Refer to the section “Growth Initiatives” 
below for a further discussion of Toy Box. 


Merchandise “Worlds” and Customer Service 


To further enhance the shopping experience of our guests, we use a merchandise “World” concept in our toy 
stores in the United States. In 2003, the Worlds consisted of the following: 


¢ Core Toy, which includes boys and girls toys (dolls and doll accessories, action figures, role play, and 
vehicles); pre-school toys (pre-school learning, activities and toys); and Imaginarium (educational and 
developmental products, accessories, games, Animal Alley® plush and puzzles); 
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e Seasonal (Christmas, Halloween, summer, bikes, sports, play sets, and other seasonal products); 
e Juvenile (baby products and newborn to age four apparel); 
¢ R Zone (video game hardware and software, electronics, computer software, related products); 


¢ Geoffrey’s Box Office (VHS and DVD movies and other content designed to appeal to parents and 
children); and 


e Apparel (clothing within 387 combo stores with sizes ranging from newborn to age ten). 


In the past two years, we have provided our store associates with additional training to deepen their product 
knowledge and enhance their targeted selling skills in order to improve customer service in our stores. 


Flagship Store in Times Square 


In November 2001, we opened our Times Square flagship store in New York City. This 110,000 square 
foot, multi-level store offers guests a vast array of toys and dramatic retail attractions, including a 60-foot tall, 
indoor Ferris Wheel. We believe that our flagship store provides us with an effective platform for new product 
launches, increased visibility for the “R” Us brands, and serves to further strengthen our standing with the vendor 
community. 


Although we believe the steps we have taken have strengthened our domestic toy store franchise in several 
respects, the financial impact of these actions has not been as favorable as we had hoped. Operating income from 
our toy stores in the United States has declined for a number of years and 2003 results were disappointing. Our 
recent financial performance was a catalyst for the Strategic Evaluation that the company is currently conducting. 
This Strategic Evaluation is discussed in further detail on Page 6. 


Toys “R” Us — International 


Toys “R” Us — International (‘International’’) operates, licenses and franchises toy stores in 30 foreign 
countries. These stores generally conform to traditional prototypical designs similar to those used by Toys “R” 
Us -—US., typically consisting of approximately 30,000 square feet of space. International utilizes proprietary 
brands and shopping Worlds within some store locations that have been successful in the United States. The 
worlds include Imaginarium boutiques, which are known in some countries as “World of Imagination,” and 
Babies “R” Us boutiques. 


As of January 31, 2004, we operated 293 international stores and licensed or franchised 281 international 
stores. We added 37 new toy stores in 2003, including 31 licensed or franchised stores, and closed seven stores, 
including five licensed or franchised stores. We intend to add approximately 36 new toy stores in 2004, which 
includes approximately 27 licensed or franchised stores. 


At January 31, 2004, Toys “R” Us — Japan, a licensee of ours, operated three Babies ““R” Us stores in Japan. 
In 2004, Toys “R” Us — Japan intends to open an additional six Babies “R” Us stores. 


International has wholly-owned operations in Australia, Austria, Canada, France, Germany, Portugal, Spain, 
Switzerland, and the United Kingdom. International intends to pursue opportunities that may arise in these and 
other countries. Net sales in foreign countries (excluding sales by licensees and franchisees) represented 
approximately 22% of consolidated net sales in 2003. We are subject to the risks inherent in conducting business 
across national boundaries, many of which are outside of our control. These risks include the following: 


e Economic downturns; 
¢ Currency exchange rate and interest rate fluctuations; 


e Changes in governmental policy, including, among others, those relating to taxation; 
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e International military, political, diplomatic and terrorist incidents; 
¢ Government instability; 
e Nationalization of foreign assets; and 


¢ Tariffs and governmental trade policies. 


We cannot ensure that one or more of these factors will not negatively affect International and, as a result, our 
business and financial performance. 


On April 24, 2000, we completed the initial public offering in Japan of shares of Toys “R” Us — Japan. As a 
result of this transaction, our ownership percentage of Toys “R” Us — Japan was reduced from 80% to 48%. We 
are no longer in a position to exercise control over operations of Toys “R” Us — Japan. Accordingly, we no 
longer consolidate the financial statements of Toys “R” Us — Japan, and we have accounted for our investment in 
the common stock of Toys “R” Us — Japan under the equity method of accounting since April 24, 2000. For 
further discussion of this transaction, refer to the Note to Consolidated Financial Statements beginning on 
Page 38. 


Babies “R” Us 


In 1996, we opened our first Babies “R” Us stores. The acquisition of Baby Superstore in 1997 added 76 
locations, and the continued expansion of this brand helped Babies “R” Us become a leader in the specialty 
baby-juvenile market. These stores operate in a prototypical design consisting of approximately 24,000 to 37,000 
square feet of space. Babies “R” Us stores target the pre-natal to infant market by offering room settings of 
juvenile furniture, such as cribs, dressers, bedding and accessories. In addition, we provide baby gear, such as 
play yards, booster seats, high chairs, strollers, car seats, infant, toddler and infant plush toys, and gifts. As of 
January 31, 2004, Babies “R” Us operated 198 specialty baby-juvenile retail locations. The Babies “R” Us stores 
are designed with low profile merchandise displays in the center of the stores, providing a sweeping view of the 
entire merchandise selection. Most Babies “R” Us stores devote between 3,000 to 5,000 square feet to specialty 
name brand and private label clothing and offer a wide range of feeding supplies, health and beauty aids, and 
infant care products. 


In addition, we offer a computerized baby registry service and we believe that Babies “R” Us registers more 
expectant parents than any other retailer in the domestic market. Our computerized baby registry offers a user- 
friendly printout as well as other features to guide registrants in making their selections. 


Based on demographic data used to determine which markets to enter, we opened 16 Babies “R” Us stores 
in 2003 and closed one Babies “R” Us store location. As part of our long-range growth plan, we plan to open 
approximately 20 new Babies “R” Us stores in 2004, some of which will be converted from former Kids “R” Us 
stores. 


Toysrus.com 


Toysrus.com sells merchandise to the public via the Internet at www.toysrus.com, www.babiesrus.com, 
www.imaginarium.com, www.sportsrus.com, and www.personalizedbyrus.com. We opened our on-line doors to 
the public in 1998. In order to provide better customer service and order fulfillment, we entered into a strategic 
alliance with Amazon.com, Inc. and launched a co-branded toy store in 2000. Under the strategic alliance, this 
co-branded store offers toys and video games (Toysrus.com), baby products (Babiesrus.com), and learning and 
educational products (Imaginarium.com). The strategic alliance agreement, which expires in 2010, combines 
Toysrus.com’s merchandising expertise and trusted brand name with Amazon.com, Inc.’s strengths in website 
operations, on-line customer service and reliable fulfillment. Toysrus.com is responsible for merchandising and 
content for the co-branded stores and identifies, purchases, owns, and manages the inventory. Amazon.com, Inc. 
handles site development, order fulfillment for most items, customer service, and the housing of Toysrus.com’s 
inventory in Amazon.com, Inc.’s fulfillment centers in the United States. 
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Closing of Kids “‘R” Us and Imaginarium Free-standing Stores 


On November 17, 2003, we announced plans to close all 146 of our free-standing Kids “R” Us stores and all 
36 of our free-standing Imaginarium stores, as well as three distribution centers that supported these stores. These 
free-standing stores had incurred significant performance declines in the past few years. This accelerated 
deterioration in financial performance led to our decision to cease operations in these free-standing stores. We 
continue to expand our apparel business and Imaginarium boutiques within our Toys “R” Us and Babies “R” Us 
stores, and we continue to convert existing Toys “R” Us stores in the United States into combo stores. However, 
we believe that ceasing operations in the free-standing Kids “R” Us and Imaginarium stores will benefit future 
cash flows and net earnings. The majority of the Kids “R” Us facilities were closed on or before January 31, 
2004. The remaining 44 Kids “R” Us stores will remain open for a short period of time subsequent to January 31, 
2004 in order to liquidate certain apparel inventories. All 36 Imaginarium stores have closed and most of the 
leases have terminated with the remaining lease terminations under negotiation. 


On March 2, 2004, we entered into an agreement with Office Depot, Inc. under which Office Depot, Inc. 
agreed to acquire 124 of our former Kids “R” Us store locations for $197 million in cash, before commissions 
and fees, plus the assumption of lease payments and other obligations. The 124 stores include properties owned 
by us as well as stores with ground or operating leases. This transaction is expected to close in phases during 
2004 and will be recorded in our consolidated financial statements at that time. The transaction with Office 
Depot, Inc. largely completes the disposition of the Kids “R” Us real estate portfolio. We have set aside up to 
14 stores for conversion to Babies “R” Us over the next two years. In addition, five of the Kids “R” Us stores had 
leases that ended on January 31, 2004. Thus, only three leased stores remain and all of these leases expire in less 
than 48 months. 


Details of restructuring and other charges, as well as other strategic initiatives, are described in Item 7. 
Management’s Discussion and Analysis of Financial Condition and Results of Operations beginning on page 14 
and within the Note to Consolidated Financial Statements beginning on Page 35. 


Growth Initiatives 
Toys “R” Us Toy Box 


In 2001, we began testing a concept called Toys “R” Us Toy Box in a limited number of grocery stores. The 
Toy Box concept consists of approximately 40 to 70 linear feet of space containing an assortment of smaller toy 
items with price points generally below $25. In 2003, we signed a multi-year deal with Albertson’s, Inc. to 
become the exclusive toy provider for its food and drug stores. Under the agreement, Toys “R” Us will have a 
permanent branded and, in some cases, a non-branded presence year-round in these store locations. The branded 
presence of Toys “R” Us will be executed via this “‘store-within-a-store” concept. Our goal is to use this concept 
to offer guests a compelling selection of popular toys at the place where, we believe, they shop most frequently, 
grocery stores. 


At January 31, 2004, we had opened approximately 900 toy sections across Albertson’s, Inc. store locations. 
We expect to complete the rollout in the first half of 2004, when we expect to have approximately 2,000 toy 
sections in Albertson’s, Inc. store locations. 


Geoffrey Stores 


In 2002, we opened four Geoffrey stores in the United States, including conversions of two existing Toys 
“R” Us stores. These stores combine elements of Toys “R” Us, Babies “R” Us, and apparel in a 40,000 to 45,000 
square foot format. These stores also incorporate new concepts such as party rooms, activity centers, haircut and 
styling salons, photo studios, and play areas. In 2003, we incorporated certain Geoffrey elements into 13 existing 
Toys “R” Us — U.S. stores. We plan to open one new Geoffrey store in 2004. 


Strategic Evaluation 


We are currently in the process of conducting a thorough strategic evaluation of all of our worldwide assets 
and operations to determine the optimal configuration and use of our resources. We have retained Credit Suisse 
First Boston LLC as our financial advisor to assist us in this process. We have also retained experts in 
appropriate disciplines to provide appraisals of our real estate assets and other holdings. 


The fact-finding phase of the evaluation is underway. Once we have gathered all of the necessary valuations 
and other relevant information, management will begin a process of reviewing all of the strategic alternatives and 
make its recommendations to the Board of Directors. We anticipate that this review process will be completed 
later in 2004. 


Financial Information About Industry Segments 


Information about industry segments is set forth within the Note to the Consolidated Financial Statements 
entitled “SEGMENTS” beginning on Page 52. 


Distribution Centers 


In the United States, our stores are supported by 12 distribution centers, which average approximately 
750,000 square feet in size, and are strategically located throughout the United States to efficiently support our 
stores. We also operate eight International distribution centers that support our International toy stores. 


These distribution centers employ warehouse management systems and material handling equipment that 
help to minimize overall inventory levels and distribution costs. Certain product processing and ticketing 
activities are performed at the distribution centers in order to improve store labor efficiency, thereby allowing 
store employees to concentrate on guest service and store presentation. 


We believe the flexibility afforded by our warehouse/distribution system and by the ownership of a majority 
of our fleet of trucks used to distribute merchandise provides us with operating efficiencies and the ability to 
maintain a better in-stock inventory position at our stores. We are currently implementing initiatives to improve 
our supply chain management and to optimize our inventory assortment. We are also expanding our automated 
replenishment system to improve inventory turnover. 


Trademarks 


“TOYS “R” US”®, “BABIES “R” US” ®, “IMAGINARIUM” ®, and “GEOFFREY” ®, as well as variations 
of our family of “R” Us marks, either have been registered, or have trademark applications pending, with the 
United States Patent and Trademark Office and with the trademark registries of many foreign countries. We 
believe that our rights to these properties are adequately protected. 


Risks Associated with Our Business 
Seasonality 


Our worldwide toy business is highly seasonal with net sales and earnings highest in the fourth quarter. 
During the last three fiscal years, more than 45% of the net sales from our worldwide toy business and a 
substantial portion of the operating earnings and cash flows from operations were generated in the fourth quarter. 
Our results of operations depend significantly upon the holiday selling season in the fourth quarter. If less than 
satisfactory net sales, operating earnings or cash flows from operations are achieved during the key fourth 
quarter, we may not be able to compensate sufficiently for the lower net sales, operating earnings, or cash flows 
from operations during the first three quarters of the fiscal year. Our Babies “R” Us business is not significantly 
impacted by seasonality. 


For further detail regarding the seasonal nature of our business, refer to the tabular presentation in the 
“Quarterly Results of Financial Operations” section at the end of Item 8 on Page 57. 


Liquidity and Capital Requirements 


We have significant liquidity and capital requirements. Among other things, the seasonality of our toy 
business requires us to purchase merchandise well in advance of the holiday selling season. We depend on our 
ability to generate cash flow from operations as well as borrowings from our unsecured revolving credit facilities 
to finance the carrying costs of this inventory, to pay for capital expenditures, and to maintain operations. 
Standard & Poor’s and Moody’s rate our debt as non-investment grade. There is a risk that these ratings may be 
lowered again in the future. Our current credit ratings could (1) negatively impact our ability to finance our 
operations on satisfactory terms; (2) have the effect of increasing our financing costs; and (3) have the effect of 
slightly increasing our insurance premiums and collateral requirements necessary for our self-insured programs. 
We currently have adequate sources of funds to provide for our ongoing operations and capital requirements; 
however, any inability to have future access to financing, when needed, could have a negative effect on the 
financial condition and results of our operations. 


For a discussion of our liquidity and capital resource requirements, refer to Item 7. Management’s 
Discussion and Analysis of Financial Condition and Results of Operations beginning on Page 20. 


Competition 


The retailing industry is highly competitive and our results of operations are sensitive to, and may be 
adversely affected by, competitive pricing, promotional pressures, additional competitor store openings, and 
other factors. We compete with discount and mass merchandisers, such as Wal-Mart, Target, and Kmart; 
electronic retailers, such as Best Buy and Circuit City; national and regional chains; as well as local retailers in 
the market areas we serve. Competition is principally based on price, store location, advertising and promotion, 
product selection, quality, and service. Some of our competitors may have greater financial resources, lower 
merchandise acquisition costs, and lower operating expenses than our company. If we fail to compete 
successfully, we could face lower net sales and may decide to offer greater discounts to our guests, which could 
result in decreased profitability. 


Most of the merchandise we sell is also available from various retailers at competitive prices. Discount and 
mass merchandisers use aggressive pricing policies and enlarged toy-selling areas during the holiday season to 
build traffic for other store departments. We seek to address these competitive tactics and attract more guests by 
continually building brand image and by offering exclusive products, high value items, and the best available 
selection of toys and toy-related products relative to the discount and mass merchandisers. 


In addition, competition in the retail apparel business consists of national and local department stores, 
specialty and discount store chains, as well as Internet and catalog businesses. Our apparel business is vulnerable 
to demand and pricing shifts and to less than optimal selection as a result of these factors. We review our 
merchandise assortments in order to identify slow-moving items and use markdowns to clear such inventory. 


Strategic Initiatives 


We continue to implement a series of guest-oriented strategic programs designed to differentiate and 
strengthen our core merchandise content and service levels. We are also continuing with plans to reduce and 
optimize our operating expense structure. The success of these plans will depend on various factors including the 
appeal of renovated store formats, our ability to offer new products to guests, and competitive and economic 
conditions. If we are unsuccessful at implementing some or all of our strategic initiatives, we may be unable to 
retain or attract guests, which could result in lower net sales and a failure to realize the benefit of the sizeable 
expenditures incurred for these initiatives. Also refer to the section entitled “Strategic Evaluation” on Page 6. 
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Consumer Preferences 


Our financial performance depends on our ability to identify, originate, and define product trends, as well as 
to anticipate, gauge, and react to changing consumer demands in a timely manner. Our toy and other products 
must appeal to a broad range of consumers whose preferences cannot be predicted with certainty and are subject 
to change. We cannot guarantee our ability to continue to meet changing consumer demands in the future. If we 
misjudge the market for our products, we may be faced with significant excess inventories for some products and 
missed opportunities for other products. In addition, because we place orders for products well in advance of 
purchases by guests, we could experience excess inventory if our guests purchase fewer products than 
anticipated. The retail apparel business fluctuates according to changes in consumer preferences dictated in part 
by fashion, perceived value, and season. These fluctuations affect the merchandise in stock since purchase orders 
are made well in advance of the season and, at times, before fashion trends and high-demand brands are 
evidenced by consumer purchases. 


Consumer Spending 


Sales of toys and other products may depend upon discretionary consumer spending, which may be affected 
by general economic conditions, consumer confidence, and other factors beyond our control. A decline in 
consumer spending could, among other things, negatively affect our net sales and could also result in excess 
inventories, which could in turn lead to increased inventory financing expenses. As a result, changes in consumer 
spending patterns could adversely affect our profitability. 


Age Compression Trend 


Toy sales may be negatively impacted by “age compression,” which is the acceleration of children 
abandoning traditional toy categories at increasingly younger ages for more sophisticated products, such as cell 
phones, DVD players, CD players, MP3 devices, and other electronic products. The age compression pattern 
tends to decrease consumer demand for traditional toys. To the extent that we cannot offer guests more 
sophisticated products or that the more sophisticated items are also available at a wider range of retailers than our 
traditional competitors, our sales and profitability could be detrimentally affected and we could experience 
excess inventories. 


Vendor Relationships 


We have more than 2,000 vendor relationships through which we procure the merchandise that we offer to 
guests. For 2003, our top 20 vendors, based on our purchase volume, represented approximately 45% of the total 
products we purchased. The concentration of goods coming from a limited number of vendors could negatively 
affect our business if our relationship deteriorated with this group of vendors. If we were unable to negotiate 
reasonable terms to acquire merchandise from this group of vendors and then fail to obtain similar products from 
alternative sources, our net sales and profitability would be negatively affected. 


Product Sourcing 


A significant portion of the toys and other products sold by us are manufactured outside of the United 
States, primarily in Asia. As a result, any event causing a disruption of imports, including the imposition of 
import restrictions or trade restrictions in the form of tariffs or otherwise, acts of war, or terrorism could increase 
the cost and reduce the supply of products available to us, which could, in turn, negatively affect our net sales 
and profitability. 


Internet Operations 


The success of our on-line business depends on our ability to provide quality service to our Internet guests 
and on our strategic alliance with Amazon.com, Inc. If our relationship with Amazon.com, Inc. deteriorated in a 
material way, it could have a negative impact on our on-line business. If our strategic alliance ended and we were 
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unable to provide the same level of website and fulfillment services ourselves or through another third party, our 
net sales and profitability would be negatively affected. 


Information Technology Systems 


We depend upon our information technology systems in the conduct of our operations. We are in the 
process of upgrading the inventory management, distribution and supply chain management systems, our point of 
sale systems, as well as other essential information technology. We spent approximately $100 million in each of 
the last three years on information technology. Implementation of new systems and enhancements to existing 
systems could cause disruptions in our operations. If our major information systems fail to perform as 
anticipated, we could experience difficulties in replenishing inventories or in delivering toys and other products 
to store locations in response to consumer demands. Any of these or other systems related problems could, in 
turn, adversely affect our net sales and profitability. 


Employees 


At January 31, 2004, we employed approximately 65,000 full-time and part-time individuals. Due to the 
seasonality of our business, we employed approximately 113,000 full-time and part-time employees during the 
2003 holiday season. 


Available Information 


Our investor relations website is www.toysrusinc.com. We make available on this website under 
“INVESTOR RELATIONS, SEC Filings,” free of charge, our Annual Reports on Form 10-K, Quarterly Reports 
on Form 10-Q, and Current Reports on Form 8-K, as well as amendments to those reports as soon as reasonably 
practicable after we electronically file with or furnish such material to the United States Securities and Exchange 
Commission. 


Our Corporate Governance Guidelines and the charters for our Audit Committee, Corporate Governance 
and Nominating Committee, Compensation and Organizational Development Committee and Executive 
Committee may also be found on our investor relations website at www.toysrusinc.com. In addition, our website 
contains the Toys “R” Us, Inc. and Subsidiaries Code of Ethical Standards and Business Practices and Conduct 
(Code of Ethics), which is our code of ethics and conduct for our directors, officers and employees. Any waivers 
to our Code of Ethics for our directors and officers will be promptly disclosed on our website. These materials 
are also available in print to any stockholder who requests them by writing to: Toys “R” Us, Inc., One Geoffrey 
Way, Wayne, New Jersey 07470, Attention: Investor Relations. 


Forward Looking Statements 


This Form 10-K contains “forward looking” statements within the meaning of Section 27A of the Securities 
Act of 1933 and Section 21E of the Securities Exchange Act of 1934, which are intended to be covered by the 
safe harbors created thereby. All statements herein that are not historical facts, including statements about our 
beliefs or expectations, are forward-looking statements. We generally identify these statements by words or 
phrases, such as “anticipate,” “estimate,” “plan,” “expect,” “believe,” “intend,” “foresee,” “will,” “may,” and 
similar words or phrases. These statements discuss, among other things, our strategy, store openings and 
renovations, future financial or operational performance, anticipated cost savings, results of store closings and 
restructurings, anticipated domestic or international development, and other goals and targets. These statements 
are subject to risks, uncertainties, and other factors, including, among others, competition in the retail industry, 
seasonality of our business, changes in consumer preferences and consumer spending patterns, general economic 
conditions in the United States and other countries in which we conduct our business, our ability to implement 
our strategy, availability of adequate financing, our dependence on key vendors for our merchandise, 
international events affecting the delivery of toys and other products to our stores, economic, political and other 
developments associated with our international operations, and risks, uncertainties and factors set forth in our 
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reports and documents filed with the United States Securities and Exchange Commission. We believe that all 
forward-looking statements are based on reasonable assumptions when made; however, we caution that it is 
impossible to predict actual results or outcomes or the effects of risks, uncertainties or other factors on 
anticipated results or outcomes and that, accordingly, one should not place undue reliance on these statements. 
Forward-looking statements speak only as of the date they were made, and we undertake no obligation to update 
these statements in light of subsequent events or developments. Actual results may differ materially from 
anticipated results or outcomes discussed in any forward-looking statement. 


ITEM 2. PROPERTIES 


The following summarizes our worldwide operating store and distribution center facilities as of January 31, 
2004 (excluding International licensed and franchised stores): 


Ground 
Owned Leased ® Leased Total 
Stores: 

TOYS RUS OY age dre dace hee aoe ao waka dha Gave 314 152 219 685 
International! foc. segssgesisses etie dvace Gee etisend Seb ea gud Que ae daameralies ack 83 20 190 293 
Babies “RUS. ac¢c:6t60 s.0Gne see nd darted ea See bee 28 63 107 198 
Kids “R” Us © wo... ccc eee eee 19 7 18 44 
444 242 534 1,220 

Distribution Centers: 
United: States: 2 iicck oak oes de oh Sb BAS, esse ww teak 8 — 4 12 
THE TM ALOMAN cas dsccseececes andes ar, wosttort eoeltend tee ete idsatheeselad tee byes 5 — 3 8 
13 — 7 20 
Total Operating Stores and Distribution Centers ......... 457 242 541 1,240 


@) Owned buildings on leased land. 
(+) Includes Geoffrey stores. 
©) — Stores to close in 2004. 


In 2003, we consolidated five New Jersey store support center facilities into our Global Store Support 
Center facility in Wayne, New Jersey, which is financed under a lease arrangement commonly referred to as a 
“synthetic lease.” Further details of the recent consolidation of these store support facilities into the Global Store 
Support Center facility and the “synthetic lease” are described within the Notes to Consolidated Financial 
Statements on Pages 36 and 46. We also utilize other facilities worldwide for administrative and store support 
purposes. 


We have former stores and distribution centers that are no longer part of our operations. Approximately 
50% of these locations are owned and the rest are leased. We have tenants in about half of these locations, and 
for those without tenants, we continue to market the facilities for disposition. The net costs associated with these 
locations are reflected in our consolidated financial statements, but are not listed above. 


For further information regarding properties, refer to the Note to Consolidated Financial Statements entitled 
“LEASES” included on Page 46 and Exhibit No. 13. 


ITEM 3. LEGAL PROCEEDINGS 


From time to time, in the ordinary course of business, we are involved in various legal proceedings, 
including commercial disputes, personal injury claims and employment issues. We do not believe that any of 
these proceedings will have a material adverse effect on our financial condition, results of operations, or cash 
flows. 
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 


No matters were submitted for a vote of stockholders during the fourth quarter of the fiscal year ending 
January 31, 2004. 


Executive Officers of the Registrant 
Information with respect to our directors is incorporated herein by reference to the section, “Directors’ 
Proposal to Elect Directors,” in our 2004 Proxy Statement. 


a) The following persons are our Executive Officers, having been elected to their respective offices by our 
Board of Directors: 


Name Age Position with the registrant 

John H. Eyler, Jr. ....... 56 Chairman of the Board, President and Chief Executive Officer 

Raymond L. Arthur ...... 45 President — Toysrus.com 

John Barbour ........... 44 Executive Vice President — President — Toys “R” Us 
International 

Francesca L. Brockett .... 44 _ Executive Vice President — Strategic Planning / Business 
Development 

Deborah M. Derby ...... 40 Executive Vice President - Human Resources 

James E. Feldt .......... 49 Executive Vice President — President — Merchandising and 
Marketing, Toys “R” Us U.S. 

John Holohan .......... 47 Executive Vice President — Chief Information Officer 

Christopher K. Kay ...... 51 Executive Vice President — Operations and Corporate Secretary 

Warren F. Kornblum ..... 51 Executive Vice President — Chief Marketing Officer 

Richard L. Markee ...... 50 - Vice Chairman of Toys “R” Us, Inc.; President — Toys “R” Us 
US. 

Elliott Wahle ........... 52 President — Babies “R” Us and Kids “R” Us 


b) The following is a brief description of the business experience during the past five years for each of our 
Executive Officers: 


We have employed Mr. Eyler since January 2000. Effective June 2001, he became Chairman of the Board in 
addition to President and Chief Executive Officer. From January 2000 to June 2001, he was President and 
Chief Executive Officer. Prior to his employment with us, he served as Chairman and Chief Executive Officer of 
FAO Schwarz. He had held this position since prior to January 2000. 


We have employed Mr. Arthur since January 1999. In January 2002, he was appointed President — 
Toysrus.com, Inc. From October 2000 through January 2002, he served as Senior Vice President — Chief 
Financial Officer of Toysrus.com, Inc. From May 2000 to October 2000, he was Vice President — Finance and 
Administration of Toysrus.com, Inc. From April 2000 to May 2000, he was Vice President — Controller of 
Toysrus.com, Inc. From January 1999 to April 2000, he was Vice-President — Controller of Toys “R” Us, Inc. 


We have employed Mr. Barbour since August 1999. Effective January 2002, he was appointed Executive 
Vice President — President — Toys “R” Us International. From August 1999 to January 2002, he served as 
President and Chief Executive Officer of Toysrus.com, Inc. From January 1999 to August 1999, he served as 
Chief Executive Officer of OddzOn, a division of Hasbro, Inc. 


We have employed Ms. Brockett since September 1998. Effective October 2000, she was appointed 
Executive Vice President — Strategic Planning / Business Development. From September 1998 to October 2000, 
she was Senior Vice President — Strategic Planning / Business Development. 
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We have employed Ms. Derby since June 2000. Effective May 2003, she was appointed as Executive Vice 
President — Human Resources. From November 2002 to May 2003, she served as Senior Vice President, 
Associate Relations and Organizational Development. From January 2002 to November 2002, she was Vice 
President, Associate Relations. From June 2000 to January 2002, she was Vice President - Human Resources for 
Babies “R” Us. From 1999 to May 2000, she was Corporate Director, Compensation and Benefits at Whirlpool 
Corporation. 


We have employed Mr. Feldt since March 1999. Effective March 2000, he was appointed Executive Vice 
President — President — Merchandising and Marketing, Toys “R” Us U.S. From March 1999 to March 2000, he 
was Executive Vice President — Merchandising of Toys “R” Us U.S. 


We have employed Mr. Holohan since February 1999. Effective May 2002, he was appointed Executive 
Vice President — Chief Information Officer. From February 1999 to May 2002, he served as Senior Vice 
President — Chief Information Officer. 


We have employed Mr. Kay since September 2000. Effective September 2003, he was appointed Executive 
Vice President — Operations and Corporate Secretary. From January 2002 to September 2003, he served as 
Executive Vice President — Operations and General Counsel in addition to Corporate Secretary. From September 
2000 to January 2002, he served as Executive Vice President — General Counsel and Corporate Secretary. Prior 
to September 2000, he was a partner in the law firm of Kay, Gronek & Latham. 


We have employed Mr. Kornblum since January 1999. Effective January 2002, he was appointed Executive 
Vice President — Chief Marketing Officer. From March 2000 to January 2002, he served as Executive Vice 
President — Worldwide Marketing and Brand Management. From January 1999 to March 2000, he was Senior 
Vice President and Chief Marketing Officer. 


We have employed Mr. Markee since 1990. Effective May 2003, he became Vice Chairman of Toys “R” 
Us, Inc.; President — Toys “R” Us U.S. From January 2002 to May 2003, he was Executive Vice President — 
President — Specialty Businesses and International Operations. From October 1999 to January 2002, he served as 
Executive Vice President, President of Babies “R” Us and Chairman of Kids “R” Us. From prior to 1999 to 
October 1999, he served as Executive Vice President, President of the Babies “R” Us Division and President of 
the Kids “R” Us Division. 


We have employed Mr. Wahle since December 2000. Effective March 2003, he was appointed President — 
Babies “R” Us and Kids “R” Us. From September 2002 to March 2003, he served as President — Babies “R” Us. 
From December 2000 until September 2002, he served as Vice President and General Manager — Times Square, 
Toys “R” Us U.S. From August 1995 until February 2000, he was President and Chief Executive Officer of 
Dylex Limited. 
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PART II 
ITEM 5. MARKET FOR THE REGISTRANT’S COMMON EQUITY AND RELATED 
STOCKHOLDER MATTERS 
Market Information 


Our common stock is listed on the New York Stock Exchange under the symbol “TOY.” The following 
table sets forth, for the periods indicated, the high and low sales prices (rounded to the nearest hundredth) as 
reported on the New York Stock Exchange composite tape since February 2, 2002. 


Sale Price of Common Stock 


2003 2002 
Quarter High Low High Low 
Ath QUAMER sed ek ie, et hoe die Ve oF ME aD $14.85 $10.21 $14.10 $ 9.00 
3 Quarter 266. di aoe See da Side we a 14.80 10.84 14.31 8.51 
DOU OUAIEE aceszcocaesdactemd ae Hkebars Muoetemule dink Meratond 13.30 10.40 18.60 12.32 
Ist. Quarter 3.84.4 oka eee a power beeeeadae weds s 10.52 7.70 20.75 15.90 


We have not paid any cash dividends on our common stock. Our Board of Directors periodically reviews 
whether to pay dividends and any decision to pay dividends will depend upon our earnings, financial condition, 
and other factors. 


We had approximately 31,820 stockholders of record on March 15, 2004. 


Information regarding our equity compensation plans is hereby incorporated by reference to the section 
“Equity Compensation — Plan Information” in our 2004 Proxy Statement. 


ITEM 6. SELECTED FINANCIAL DATA 


Selected financial data is hereby incorporated by reference to Exhibit No. 13. 
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERATIONS 


The following Management’s Discussion and Analysis is intended to provide the reader of our financial 
statements with a narrative discussion about our business, and is presented in five sections: Overview, Results of 
Operations, Restructuring and Other Charges, Liquidity and Capital Resources, and Critical Accounting Policies. 


OVERVIEW 
Our Business 


Our company generates sales, earnings and cash flows by retailing specialty children’s products worldwide. 
We operate all of our retail stores in the United States, as well as approximately 50% of our branded retail stores 
internationally. As of January 31, 2004, there were 1,501 “R” Us branded retail stores operating worldwide in the 
following formats: 


¢ 685 Toys “R” Us specialty toy stores throughout the United States, including four Geoffrey stores, 
offering toy, baby-juvenile, and children’s clothing products; 


e 574 international Toys “R” Us specialty toy stores, 281 of which are licensed or franchised; 
e 198 Babies “R” Us specialty baby-juvenile stores in the United States; and 
e 44 Kids “R” Us children’s clothing stores, all of which will close during the first half of 2004. 


In addition to the above, we sell merchandise through our Internet sites at www.toysrus.com, 
www.babiesrus.com, www.imaginarium.com, www.sportsrus.com, and www.personalizedbyrus.com. 


Opportunities, Challenges, and Risks 


As a worldwide retailer of specialty goods, we are faced with significant opportunities, as well as challenges 
and risks. 


We believe our major opportunities are as follows: 


e Babies “R” Us growth — We believe that continued growth opportunities exist in the United States for 
Babies “R” Us. We opened 16 Babies “R” Us stores in the United States in 2003 and operated 198 
stores in the United States as of January 31, 2004. We plan to open approximately 20 additional stores 
in the United States in 2004. 


¢ International growth — We believe that growth opportunities exist outside of the United States for the 
Toys “R” Us store format. During 2003, 37 Toys “R” Us stores were opened internationally, of which 
Six are operated by us. We plan to open approximately 36 additional Toys “R” Us stores internationally 
in 2004, of which approximately nine will be operated by us. In addition, Toys “R” Us — Japan, an 
equity investee of ours, operated three Babies “R” Us stores as of January 31, 2004 and plans to open 
six additional Babies “R” Us stores in Japan in 2004. 


¢ New business opportunities — We continue to develop our newest businesses, Geoffrey and Toy Box, 
and continue to focus on new business ideas to maximize assets and shareholder value. 


¢ Strategic evaluation — We are currently in the process of conducting a thorough strategic evaluation of 
all of our assets and operations in order to determine the optimal configuration and use of these 
resources. We expect this process to be completed during 2004. 


We believe the following are our principal challenges and risks, predominantly for our Toys “R” Us — U.S. 
division: 
¢ Increased competition — Our businesses operate in a highly and increasingly competitive retail market. 


We compete with discount and mass merchandisers, national and regional chains and department stores, 
local retailers in the market areas we serve, and Internet and catalog businesses. We compete on the 
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basis of selection, variety and availability of product, guest service, and price. Price competition in the 
United States toy retailing business was extremely intense during the 2003 holiday season. Leading 
discounters elected to sell a number of the season’s most popular toys below our invoice cost for these 
items. In order to protect our market share, we elected to match the discounters’ prices in many cases. 
Although we believe we were successful in maintaining market share in the core toy categories, our 
margins and operating profits were adversely impacted during the 2003 holiday season. Currently, the 
leading discounters are estimated to account for less than 40% of total sales in the United States toy 
market; however, as their share increases, we are likely to experience ongoing pricing pressures. We 
believe that success in this competitive environment can be achieved through enhancing the shopping 
experience for our guests, superior inventory management, close cooperation with vendors, 
strengthening brand loyalty, and competitive pricing. We also continue to focus on strengthening our 
relationships with our vendors. 


Spending Patterns and Age Compression — Toy sales may be negatively impacted by “age 
compression,” which is the acceleration of children leaving traditional play categories at increasingly 
younger ages for more sophisticated products such as cell phones, DVD players, CD players, MP3 
devices, and other electronic products. The age compression pattern tends to decrease consumer demand 
for traditional toys. To the extent that we cannot offer consumers more sophisticated products or that 
these more sophisticated items are also available at a wider range of retailers than our traditional 
competitors, our sales and profitability could be detrimentally affected and we could experience excess 
inventories. 


Video game business — The video game category is a significant piece of our worldwide toy store 
business. Over the course of a video cycle, from release of a video platform until the release of the next 
generation of video platforms, video games have tended to account for 10-20% of our domestic toy store 
sales. The peak of the current cycle occurred in 2001 when video represented more than 19% of 
domestic toy sales for the year. We have seen significant declines in sales in this category during the last 
two years, primarily as a result of price deflation on video game platforms released in 2001, as well as 
the impact of the maturation of this category. In addition, competition in the video game market has 
increased as the discounters have expanded and specialty players, such as Best Buy, Electronics 
Boutique and Gamestop, have all experienced significant growth. The next significant video game 
platform release is not expected to occur until 2005; therefore, it is likely that our video sales will 
decline again in 2004. We will continue to focus on having the best available selection for children and 
families. 


Seasonality — Our worldwide toy store business is highly seasonal with net sales and earnings highest in 
the fourth quarter. During the last three fiscal years, more than 45% of the net sales from our worldwide 
toy store business and a substantial portion of the operating earnings and cash flows from operations 
were generated in the fourth quarter. Our results of operations depend significantly upon the holiday 
selling season in the fourth quarter. If less than satisfactory net sales, operating earnings or cash flows 
from operations are achieved during the key fourth quarter, we may not be able to compensate 
sufficiently for the lower net sales, operating earnings, or cash flows from operations during the first 
three quarters of the fiscal year. Our Babies “R” Us business is not significantly impacted by 
seasonality. 


RESULTS OF OPERATIONS 


Consolidated net earnings were $88 million, or $0.41 per diluted share, for the year ended January 31, 2004, 
$229 million, or $1.09 per diluted share, for the year ended February 1, 2003, and $67 million, or $0.33 per 
diluted share, for the year ended February 2, 2002. 


Our 2003 consolidated financial statements were impacted by the implementation of Emerging Issues Task 
Force Issue No. 02-16, “Accounting by a Customer (Including a Reseller) for Certain Consideration Received 
from a Vendor” (EITF 02-16). Under this new guidance, amounts received from vendors are considered a 
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reduction of product cost, unless certain restrictive provisions are met. EITF 02-16 was effective for all new 
arrangements, and modifications to existing arrangements, entered into after December 31, 2002. Beginning in 
2003, we began to treat cooperative advertising arrangements as a reduction of product cost. Our 2002 
consolidated financial statements have not been restated as part of the adoption of EITF 02-16 since the 
provisions of EITF 02-16 did not permit restatement. 


Our consolidated financial statements for 2003 and 2001 also include restructuring and other charges, some 
of which are recorded in cost of sales. In addition, our consolidated financial statements for 2003 include 
depreciation that was accelerated during the closing periods of the Kids “R” Us stores. Refer to the Note to 
Consolidated Financial Statements entitled “RESTRUCTURING AND OTHER CHARGES” beginning on 
Page 35 for further details. 


To better understand how EITF 02-16 impacted our results, we adjusted our 2003 reported results, including 
our results by segment, to a non-GAAP presentation below to be comparable with our reported results for 2002 
and 2001: 


Fiscal Year 


2003, 
excluding 
2003, impact of 2002, 2001, 

(In millions, except per share data) asreported Adjustments EITF 02-16 asreported as reported 
NetsaleS)sintitued obide eeberese he Sed ban $11,566 $— $11,566 $11,305 $11,019 
Cost OF Sales ai.055, 45 ssa aba nie a hha eae aha doeeks ¢ 7,849 175 8,024 7,799 7,604 

GOSS’ MALOU ise ssid ec euaie nea ek epee eles 3,717 (175) 3,542 3,506 3,415 
Selling, general and administrative expenses ..... 3,022 (225) 2,797 2,718 2,721 
Depreciation and amortization ................ 348 — 348 317 308 
Restructuring and other charges ............... 85 — 85 — 186 

Total operating expenses ................, 3,455 (225) 3,230 3,035 3,215 

Operating earnings ...................0.. 262 50 312 471 200 
Other (expense) income: 

Interest expense ............. 0.0. e eee eee (142) — (142) (119) (117) 

Interest and other income ................ 15 — 15 9 8 

Gain from sale of Toysrus.com — Japan ..... 3 3 — — 
Earnings before income taxes ................. 138 50 188 361 91 
INCOME TAKES: oo 6s eee edd baer dees 50 18 68 132 24 
Net earmings.cc% 24hq:38 aa anata Rae eee $ = 88 $ 32 $ 120 $ 229 $ 67 
Basic earnings per share ...............--0-05 $ 0.41 $0.15 $ 056 $ 1.10 $ 0.34 
Diluted earnings per share ................0040- $ 0.41 $0.15 $ 056 $ 109 $ 0.33 
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Fiscal Year 


2003, 
excluding 
2003, impact of 2002, 2001, 

nein) pes ee 2 eee ee 
Net sales 

Toys"R’ Us=US: scosngscutaxceadenietd $ 6,476 $ 6,476 $6,755 $ 6,877 

Toys “R” Us — International .............. 2,528 2,528 2,161 1,889 

Babies RUS cans secu nitaseney eedunwe 1,763 1,763 1,595 1,421 

TOYSMUS:COM” .0cidsccceneed he ete ae 376 376 340 277 

Kids "Ro US.7 425-2 aeotice Jeane pee er ie 423 423 454 555 

MOWAL is gylsedead dialect auch cecacte deateanabay dea 'znaha $11,566 $11,566 $11,305 $11,019 

Operating earnings / (loss) 

Toys “R’ Us=US: 2cc.ahviaeee need ees $ 119 $ 31 $ 150 $ 275 $ 308 

Toys “R” Us — International .............. 173 15 188 160 131 

Babies RUS: 2 ial eset a ds Gesep em aedn 202 4 206 174 138 

Toysrus.com, net of minority interest ....... (18) — (18) (37) (76) 

Kids"R? US: 253 suchas aegis ne es paces be (65) — (65) (26) (30) 

Other 2: acces tesed tobe tidaae Sb hie (64) — (64) (75) (85) 
Restructuring and other charges ............... (85) — (85) — (186) 
Operating earnings ................ 00.00.0000. 262 50 312 471 200 

Interest expense —net ................... (127) — (127) (110) (109) 

Gain from sale of Toysrus.com — Japan ..... 3 — 3 — — 
Earnings before income taxes ..............0.. $ 138 $ 50 $ 188 $ 361 $ 91 


() — Includes markdowns of $49 million and accelerated depreciation of $24 million in 2003 related to the 
closing of all stores. 


(2) — Includes corporate expenses, the operating results of Toy Box, and the equity in net earnings of Toys “R” 
Us — Japan. 


Comparable Store Sales Performance 


Increase/(decrease) 
(In local currencies) 2003 2002 2001 
Tiger Wee: peyiucetd ote sles eatanateusn sees hiss (3.6)%  (1.3)% (1.3)% 
Toys “R” Us — International .............. 0.00... .0.000000. 2.1% 5.9% 5.0% 
Babies: “R? US: 43.4. ecda0 hdd dé aot ddedeeeoeddagied 2.8% 2.7% 1.5% 
HAS RUS od aah cereis puerste hen eRe eae ed cee a SSD (9.8) % (10.1)% (5.0)% 
Consolidated ais. .c.sesi/s sxded@ elbadiee oc csapatdcdodlegamacdenara Os Gudialereaediar a ane 1.0)% 0.3% (1.0)% 


Sales 


Consolidated net sales increased 2.3% in 2003 and 2.6% in 2002. Excluding the impact of foreign currency 
translation, consolidated net sales decreased 0.6% to $11.23 billion in 2003 following a 1.2% increase to $11.16 
billion in 2002. The decrease in consolidated net sales in 2003, after excluding the impact of foreign currency 
translation, was primarily due to the decrease in sales in the Toys “R” Us — U.S. division, which was partially 
offset by increases from our Babies “R” Us and International divisions. The decline in sales for 2003 and 2002 in 


the Toys “R” Us — U.S. division was primarily due to a decrease in net sales of video game products which 
decreased 20% in 2003 and 12% in 2002. 


The decline in our video game business for both 2003 and 2002 is the result of price deflation of video game 
hardware, as well as the maturation of the most current video game platforms released in 2001: Microsoft X-Box, 
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Nintendo Gamecube, and Nintendo Gameboy Advance. We expect the next video game platforms, such as the 
Sony Playstation 3 and the Sony handheld PSP, to be introduced in 2005. 


The increase in consolidated net sales in 2002, after excluding the impact of foreign currency translation, 
was primarily the result of increased comparable store sales, in local currency, from our International division, as 
well as the addition of new Babies “R” Us stores. 


Below are selected items from our consolidated statements of earnings, as a percentage of net sales: 


Percentage of Sales 
2003, 


excluding 
2003, impact of 2002, 2001, 

asreported Adjustments EITF 02-16 asreported as reported 
Netsalés:s..ci60040c4eeduwan de vbndibieaties 100.0% 0.0% 100.0% 100.0% 100.0% 
COStiOF SALES: 2 Sceicic. cists Alice 5.4 fadct eas dara acd apes seas 67.9% 1.5% 69.4% 69.0% 69.0% 
GfOSS Mare ose sas toe ae er bees 32.1% -1.5% 30.6% 31.0% 31.0% 
Selling, general and administrative expenses ..... 26.1% -1.9% 24.2% 24.0% 24.7% 
Operating earnings .............. 0.00.00 0000. 2.3% 0.4% 2.7% 4.2% 1.8% 
Earnings before income taxes ..............-4. 1.2% 0.4% 1.6% 3.2% 0.8% 
INCOME taKES) wzsac eka Gees eee Bade ee 0.4% 0.2% 0.6% 1.2% 0.2% 
NEL Carmine's: ccc02cene 08 ont cor eeasewed sac 0.8% 0.3% 1.0% 2.0% 0.6% 


Cost of Sales and Gross Margin 


Consolidated gross margin, as a percentage of sales, increased by 1.1 percentage points during 2003 and 
remained unchanged in 2002. Consolidated gross margin for 2003 was impacted by the implementation of 
EITF 02-16. In addition, consolidated cost of sales included store closing inventory markdowns of $49 million in 
2003, and $27 million in 2001. Consolidated gross margin as a percentage of sales for 2003, excluding the impact 
of EITF 02-16, decreased by 0.4 percentage points. Gross margin for the Toys “R” Us — U.S. division increased 
by 0.8 percentage points to 30.1% of net sales and was impacted by the implementation of EITF 02-16, which 
increased gross margin by 1.5 percentage points. Gross margin for the Toys “R” Us — U.S. division, excluding 
the impact of EITF 02-16, decreased by 0.7 percentage points to 28.6% of net sales. For 2002, the Toys “R” Us — 
U.S. division reported a decline of 0.8% in gross margin, to 29.3% of net sales. 


The declines in gross margin for the Toys “R” Us — U.S. division for 2003 and 2002 were primarily 
attributable to higher inventory markdowns, both for competitive purposes during the highly promotional and 
competitive fourth quarters of both years, and to manage inventory levels during these periods. The declines in 
gross margin for the Toys “R” Us — U.S. division in 2003 and 2002 were offset by increases in gross margin from 
other divisions in both years. Babies “R” Us reported a 0.8 percentage point increase in gross margin in 2003, 
after excluding the impact of EITF 02-16, and a 1.0 percentage point increase in 2002, which was primarily 
driven by favorable shifts in the sales mix. Toysrus.com reported a 2.3 percentage point increase in gross margin 
in 2003 and a 2.7 percentage point increase in 2002, due to a favorable shift in the sales mix. 


We record the costs associated with operating our distribution network as a part of consolidated selling, 
general, and administrative expenses (SG&A), including those costs that primarily relate to transporting 
merchandise from distribution centers to stores. Therefore, our consolidated gross margin may not be comparable 
to the gross margin of other retailers that include similar costs in their cost of sales. Credits and allowances 
received from vendors are recognized in consolidated cost of sales and have a positive impact on our 
consolidated gross margin. 


Selling, General and Administrative Expenses 


Consolidated SG&A expense as a percentage of sales for 2003 increased 2.1 percentage points, but was 
impacted by the implementation of EITF 02-16. Consolidated SG&A, excluding the impact of EITF 02-16, 
increased by 0.2 percentage points in 2003, and decreased by 0.7 percentage points in 2002. The increase in 
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2003, as a percentage of net sales, was primarily driven by the sales decrease of $279 million versus 2002 in the 
Toys “R” Us — U.S. division, which was partially offset by continued emphasis on expense control, such as the 
implementation of shared services in a variety of functions in 2002. SG&A as a percentage of sales for 2001 
reflects the impact of strategic investments we made in our businesses, including the renovation of our toy stores 
to the Mission Possible format in the United States, and various guest-focused initiatives. 


Depreciation and Amortization 


The increase in depreciation and amortization of $31 million for 2003 included $24 million of depreciation 
during the fourth quarter of 2003 that was accelerated through the closing periods for the free-standing Kids “R” 
Us stores. Depreciation and amortization for 2001 included $13 million related to the amortization of goodwill. 
We ceased amortizing goodwill on February 3, 2002 when we adopted the provisions of Statement of Financial 
Accounting Standards No. 142, “Goodwill and Other Intangible Assets,” (SFAS No. 142). Refer to the Note to 
Consolidated Financial Statements entitled “GOODWILL” on Page 38 for further details on the adoption of 
SFAS No. 142. Therefore, excluding the 2001 goodwill amortization, depreciation and amortization increased by 
$22 million for 2002. This increase was primarily due to our Mission Possible store remodeling program, new 
store openings, and strategic investments to improve our information technology systems. These increases were 
partially offset by the impact of closed stores. 


Interest Expense 


Interest expense increased by $23 million for 2003 and by $2 million for 2002. The increases in interest 
expense are mainly attributable to the increased long-term debt borrowings as a result of our initiative to refinance 
shorter-term debt. Refer to the section “LIQUIDITY AND CAPITAL RESOURCES” for further details. 


Income Taxes 


Our effective tax rate was 36.5% for 2003, 36.5% for 2002, and 26.9% for 2001. The 2001 effective tax rate 
reflects the impact of the reversal of restructuring reserves that had previously provided no tax benefit. Our 
effective tax rate includes reserves for items that we believe could be challenged by taxing authorities. Refer to 
the section “CRITICAL ACCOUNTING POLICIES — Income Taxes” and the Note to Consolidated Financial 
Statements entitled “INCOME TAXES” beginning on Page 47 for further details. 


Other 


Foreign currency translation had a 4% favorable impact on our consolidated net earnings for 2003 and 2002 
and had a favorable impact on our operating earnings for the International Division of 14% in 2003 and 12% in 
2002. Inflation did not have a significant impact on our consolidated net earnings in 2003, 2002 or 2001. 


RESTRUCTURING AND OTHER CHARGES 


On November 17, 2003, we announced our decision to close all 146 of our free-standing Kids “R” Us stores 
and all 36 of our free-standing Imaginarium stores, as well as three distribution centers that support these stores. 
These free-standing stores incurred significant performance declines in the past few years. This accelerated 
deterioration in financial performance led to our decision to cease operations in these free-standing stores. While 
we continue to expand our apparel business and Imaginarium boutiques within our Toys “R” Us and Babies “R” 
Us stores, we believe that ceasing operations in the free-standing Kids “R” Us and Imaginarium stores will have 
a favorable impact on future cash flows and net earnings. 


As of January 31, 2004, all of the free-standing Imaginarium stores were closed. Most of the leases have 
been terminated, with the remaining terminations under negotiation. 102 of the Kids “R” Us facilities were 
closed on or before January 31, 2004, and the remaining 44 locations will close during the first half of 2004. We 
plan to convert up to 14 of the former Kids “R” Us locations to Babies “R” Us stores over the next two years. In 
addition, five former Kids “R” Us stores had leases that ended on January 31, 2004. On March 2, 2004, we 
entered into an agreement with Office Depot, Inc. under which Office Depot, Inc. has agreed to acquire 124 of 
the former Kids “R” Us stores for $197 million in cash, before commissions and fees, plus the assumption of 
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lease payments and other obligations. This transaction is expected to close in phases throughout 2004 and will be 
recorded in our consolidated financial statements upon closing. We are currently marketing the remaining three 
former Kids “R” Us store properties for disposition. 


We recorded costs and charges of $147 million in the fourth quarter of 2003 for the closing of the 
free-standing Kids “R” Us and Imaginarium stores, and we expect to record additional charges of approximately 
$25 million during 2004. 


In 2001, we recorded charges to close 27 Toys “R” Us stores and 37 Kids “R” Us stores, all of which have 
closed. In conjunction with most of the Kids “R” Us store closings, we converted the nearest Toys “R” Us store 
into a Toys “R” Us combo store, which combines our toy offering with approximately 5,500 square feet of 
apparel offering. Also, as part of this plan, we eliminated approximately 1,700 staff positions in our stores and 
headquarters and consolidated five of our store support center facilities into our current Global Store Support 
Center facility in Wayne, New Jersey. We have obtained a signed letter of intent to sell our former store support 
center facility in Montvale, New Jersey to a third party, and we continue to aggressively pursue a sub-tenant for 
our former store support center facilities in Paramus and Fort Lee, New Jersey. We recorded net charges of $213 
million in the fourth quarter of 2001 for these initiatives and have recorded additional net charges of $13 million 
in 2003 and $10 million in 2002, primarily related to the disposition of the real estate properties discussed above. 


Refer to the Note to Consolidated Financial Statements entitled “RESTRUCTURING AND OTHER 
CHARGES” beginning on Page 35 for further details. 


LIQUIDITY AND CAPITAL RESOURCES 


Our primary sources of liquidity are cash flow provided from operations, our existing cash balances, and our 
revolving credit facilities. The seasonal nature of our business typically causes cash balances to decline from the 
beginning of the fiscal year through October as inventory increases for the holiday selling season and funds are 
used for construction of new stores, as well as remodeling and other initiatives that normally occur in this period. 
Our revolving credit facilities are available for seasonal borrowings and general corporate purposes. 
Additionally, we have lines of credit with various banks to meet certain of the short-term financing needs of our 
foreign subsidiaries. We had no short-term borrowings outstanding at either January 31, 2004 or February 1, 
2003. We had cash and cash equivalents of $2,003 million at January 31, 2004, of which $506 million was used 
to repay a euro-denominated bond plus accrued interest on February 13, 2004. We have generated positive cash 
flow from operations of $789 million in 2003, $574 million in 2002 and $504 million in 2001. 


We believe that cash flow from our operations in 2004, along with our existing cash and our revolving credit 
facilities, will be adequate to meet our expected 2004 cash flow requirements. In addition, our next significant debt 
maturity will occur in 2006 and we believe that we will be able to either repay or refinance this maturing debt. 


Selected Statements of Cash Flows Highlights: 
Year Ended 
January 31, February 1, February 2, 
(in millions) 2004 2003 2002 


Net cash from operating activities ..... 0... 0. . eee eee eee $ 789 $ 574 $ 504 
Capital expenditures, net ou d.s3 een as wate erence odaeeeees Rae See (256) (398) (705) 
Free cash flow @ 2... cc ence teen ene eee n ene $ 533 $ 176 $(201) 
PAS 0 0) 6 0 0).,'2 0024 ann ee $ 792 $ 548 $ 626 
Long-term debt repayments ........ 0.0... c eee eee eee eee (370) (141) (410) 
OS Fe a cara ego ste Gasser ase re ts acca tecney 4b Gets aoe see eehialea tie eas S cteemuetem ers 60 206 (25) 
Net cash from financing activities ..... 0... 0.2 eee eee ee $ 482 $ 613 $ 191 


) — Includes proceeds from the sale of capital assets of $31 million in both 2003 and 2002, and $29 million in 2001. 
(2) We define “Free cash flow” as cash flows from operations, net of capital expenditures. 


For further details on our cash flow data, refer to the consolidated statements of cash flows on Page 30. 
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Operating activities 


Net cash flow from operating activities increased by $215 million in 2003 and increased by $70 million in 
2002. The increase in net cash flow from operating activities in 2003 was driven primarily by lower consolidated 
merchandise inventories, which accounted for $204 million of the year-over-year increase and was partially 
offset by a decrease in net earnings, as adjusted for non-cash items. Inventories at Kids “R” Us decreased by $83 
million to $4 million at January 31, 2004, and will be liquidated as the remaining free-standing stores close 
during the first half of 2004. The increase in 2002 was driven by a year over year increase in net earnings, as 
adjusted for non-cash items of $225 million, and was partially offset by the change in operating assets and 
liabilities. 


Investing Activities 


Capital expenditures, net of dispositions, decreased by $142 million in 2003 and decreased by $307 million 
in 2002. Capital expenditures in 2003 included the opening of 16 new Babies “R” Us stores in the United States 
and six new wholly-owned international toy stores. Capital expenditures in 2002 included the opening of 19 new 
Babies “R” Us stores, two new Geoffrey stores in the United States, and 10 new wholly-owned international toy 
stores. Capital expenditures for 2002 and 2001 included costs to reformat existing toy stores in the United States 
into the Mission Possible format, costs to convert certain existing toy stores in the United States into the combo 
format, and costs to reformat certain Kids “R” Us stores. In addition, we opened 20 new Babies “R” Us stores in 
the United States and five new wholly-owned international toy stores in 2001. During 2004, we plan to invest 
approximately $340 million in capital expenditures. These plans include opening approximately 20 new 
Babies “R” Us stores in the United States, approximately nine new wholly-owned international Toys “R” Us 
stores and to convert approximately 35 Toys “R” Us stores in the United States into combo stores. In addition, 
our capital expenditures in each of the preceding three years included costs to improve and enhance our 
information technology systems. 


Financing Activities 


Net cash flow from financing activities in 2003 include the net proceeds of $792 million from notes issued 
under a “shelf” registration statement filed with the United States Securities and Exchange Commission (“SEC”). 
Long-term debt repayments in 2003 include $342 million to retire our 475 million Swiss Franc note that matured 
on January 28, 2004. Net cash flow from financing activities in 2002 was driven by the net proceeds from the 
issuance of common stock and equity security units, which were used to refinance short-term borrowings and for 
other general corporate purposes. Refer to the Note to Consolidated Financial Statements entitled “ISSUANCE 
OF COMMON STOCK AND EQUITY SECURITY UNITS” beginning on Page 42 for further details. Net cash 
flow from financing activities in 2001 included the issuance of $750 million of notes, the proceeds of which were 
used to reduce outstanding commercial paper obligations. Also in 2001, we issued a 500 million euro- 
denominated bond that was swapped into a $466 million fixed rate obligation. 


Refer to the Note to Consolidated Financial Statements entitled “SEASONAL FINANCING AND 


LONG-TERM DEBT” beginning on Page 39 for further details regarding debt issuances and outstanding 
obligations. 


Al 


Contractual Obligations and Commitments 


Our contractual obligations consist mainly of operating leases related to real estate used in the operation of 


our business, and long-term debt. Below are the operating leases and principal amounts due under long-term debt 
issuances, as well as other obligations: 


Contractual Obligations at January 31, 2004 


Payments Due By Period 
2009 and 

(In millions) 2004 2005-2006 2007-2008 thereafter Total 

Operating leases 2.0.2... eee $ 339 $ 637 $561 $1,635 $3,172 
Sub-leases to third parties ................ 00.00.0000. 17 29 20 37 103 
Net operating lease obligations ...................... 322 608 541 1,598 3,069 
Capital lease obligations ............. 0... .00.00000. 6 3 1 1 13 
Long-term debt ..iiasea is ndeaea ae aie aes oS 494) 7280) 46 1,505 2,773 
Purchase obligations 2.0.2.2... 00.0... eee eee eee 952 — — — 952 
OTS Oo wig antes nal crete Arete 2 Saceeiaies ad han daatilacs eenades 101 165 115 107 488 
Total contractual obligations ...................0005- $1,875 $1,506 $703 $3,211 $7,295 


(a) 


(b) 
(c) 


(d) 


(e) 


Includes synthetic lease obligation for our Global Store Support Center in Wayne, New Jersey, as described 
in the Note to Consolidated Financial Statements entitled “LEASES” on Page 46. 

Includes $466 million for a euro-denominated bond that was repaid on February 13, 2004 

Includes $403 million of equity security units, due 2007, which we are obligated to remarket in 2005 and 
will be settled with the issuance of common stock. Refer to the section entitled “Financing Activities” and 
the Note to Consolidated Financial Statements entitled “ISSUANCE OF COMMON STOCK AND 
EQUITY SECURITY UNITS” beginning on Page 42. 

Purchase obligations consist primarily of open purchase orders for merchandise that are not included in our 
consolidated balance sheet at January 31, 2004. Certain of these open purchase orders allow us to cancel the 
order without recourse. 

Includes minimum royalty obligations, pension obligations, risk management liabilities, and other general 
obligations. 


We are in compliance with all covenants associated with the above contractual obligations. The covenants 


include, among other things, requirements to provide financial information and public filings and to comply with 
specified financial ratios. We also are in compliance with covenants associated with our unsecured revolving 
credit facilities. One covenant requires our total debt to capital ratio to be less than 58%. This ratio was 42% as 
of January 31, 2004. The other covenant requires our fixed charge ratio to be greater than 1.8. This ratio is 
calculated by dividing earnings before interest, income tax, depreciation, and rent expense, by the total of interest 
and rent expense, and was 2.3 at January 31, 2004. Non-compliance with associated covenants could give rise to 
accelerated payments, requirements to provide collateral, or changes in terms contained in the respective 
agreements. 
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We currently have $885 million in unsecured committed revolving credit facilities from a syndicate of 
financial institutions. However, $200 million of this $885 million will expire in May 2004. We do not plan to renew 
this expiring facility since we do not believe that we will need this additional facility given our current liquidity 
position. The credit facilities are available for seasonal borrowings and other general corporate purposes. There 
were no outstanding balances under these credit facilities at the end of 2003, 2002 or 2001. Additionally, we have 
lines of credit with various banks to meet certain of the short-term financing needs of our foreign subsidiaries. The 
following table shows our commercial commitments with their related expirations and availability: 


Commercial Commitments at January 31, 2004 
Amount of Commitment Expiration By Fiscal Period 


Amounts 
Total available at 
amounts 2009 and = January 31, 
(In millions) committed 2004 2005-2006 2007-2008 thereafter 2004 
Unsecured revolving credit facilities: 
Facility expiring in September 2006 ....... $685 $— $685 $ — $ — $685 
Facility expiring in May 2004 .. 0.2.2.2... 200 200 — — — 200 
Total unsecured revolving credit facilities . . 885 200 685 — — 885 
Other fesse cheb oesaweuedd daa died 6 6 — — — 6 
Total commercial commitments ............ $891 $206 $685 $ — $ — $891 


@) At January 31, 2004, we had $16 million of stand-by letters of credit issued under the revolving credit 
facility. 
(») We do not intend to renew this facility. 


In addition to the above, we had $61 million of outstanding letters of credit related to import merchandise at 
January 31, 2004. 


Credit Ratings 


On March 10, 2004, Standard & Poor’s revised our long-term debt credit rating to BB, a one level 
downgrade from BB+. On March 24, 2004, Moody’s revised our long-term debt credit rating to Ba2, a two level 
downgrade from Baa3. These current credit ratings are considered non-investment grade. Our current credit 
ratings are as follows: 


Moody’s Standard and Poor’s 


Long-term debt s.503. cased wat de tad eta ohare eee as Ba2 BB 
Commercial paper o.s.oi2.hciethe s peaee sed eidwa essed NP NR 
QutloOk. code oh ee Sheth de bode ne dt4 Be eels Negative Negative 


Other credit ratings for our debt are available; however, we have disclosed only the ratings of the two largest 
nationally recognized statistical rating organizations because we believe these are the most relevant to our business. 


Our current credit ratings, as well as future rating agency actions, could (1) negatively impact our ability to 
finance our operations on satisfactory terms; (2) have the effect of increasing our financing costs; and (3) have 
the effect of slightly increasing our insurance premiums and collateral requirements necessary for our 
self-insured programs. Our debt instruments do not contain provisions requiring acceleration of payment upon a 
debt rating downgrade. 


CRITICAL ACCOUNTING POLICIES 


Our consolidated financial statements have been prepared in accordance with accounting principles 
generally accepted in the United States. The preparation of these financial statements requires us to make certain 
estimates and assumptions that affect the reported amounts of assets, liabilities, revenues and expenses, and the 
related disclosures of contingent assets and liabilities as of the date of the financial statements and during the 
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applicable periods. We base these estimates on historical experience and on other factors that we believe are 
reasonable under the circumstances. Actual results may differ materially from these estimates under different 
assumptions or conditions and could have a material impact on our consolidated financial statements. 


We believe the following are our most critical accounting policies that include significant judgments and 
estimates used in the preparation of our consolidated financial statements. We consider an accounting estimate to 
be critical if it requires assumptions to be made that were uncertain at the time they were made, and if changes in 
these estimates could have a material impact on our consolidated financial condition or results of operations: 


Merchandise Inventories: 


Merchandise inventories for the Toys “R” Us — U.S. division, other than apparel, are stated at the lower of 
LIFO (last-in, first-out) cost or market value, as determined by the retail inventory method and represent 
approximately 64% of total merchandise inventories. All other merchandise inventories are stated at the lower of 
FIFO (first-in, first-out) cost or market value as determined by the retail inventory method. 


We receive various types of merchandise and other types of allowances from our vendors based on negotiated 
terms. We use estimates at interim periods to record our provisions for inventory shortage, to adjust certain 
inventories to a LIFO basis, and to record merchandise allowances from our vendors. These estimates are based on 
the development of the cost-to-retail ratios (estimated average markup percentages for product categories), 
consumer price index data, estimated inventory turnover, and the accounting for retail price adjustments. These 
estimates are based on available data and are adjusted to actual amounts at the completion of our physical 
inventories, finalization of all vendor allowance agreements, and the closing of our books at the end of our fiscal 
year. In addition, we perform an inventory-aging analysis for the establishment of markdown reserves for inventory 
items that have been on hand for more than one year at the end of our fiscal year. We also establish markdown 
reserves for items that will soon be obsolete due to anticipated developments in technology or products that are 
updated each year. Specific reserves are established based on the above and anticipated turnover of specific items 
based on planned marketing events and negotiated vendor support for reduced pricing of the identified items. 


Factors such as slower inventory turnover due to changes in competitors’ tactics, consumer preferences, 
consumer spending and unseasonable weather patterns, among other factors, could cause excess inventory 
requiring greater than estimated markdowns to entice consumer purchases, resulting in an unfavorable impact on 
our consolidated financial statements. Sales shortfalls due to the above factors could cause reduced purchases 
from vendors and associated vendor allowances that would also result in an unfavorable impact on our 
consolidated financial statements. 


Insurance Risks: 


We insure a substantial portion of our general liability and workers’ compensation risks through a 
wholly-owned insurance subsidiary, in addition to third party insurance coverage. Provisions for losses related to 
self-insured risks are based upon independent actuarially determined estimates. We maintain stop-loss coverage 
to limit the exposure related to certain risks. The assumptions underlying the ultimate costs of existing claim 
losses are subject to a high degree of unpredictability, which can affect the liability recorded for such claims. For 
example, variability in inflation rates of health care costs inherent in these claims can affect the amounts realized. 
Similarly, changes in legal trends and interpretations, as well as a change in the nature and method of how claims 
are settled can impact ultimate costs. 


Although our estimates of liabilities incurred do not anticipate significant changes in historical trends for 
these variables, any changes could have a considerable effect upon future claim costs and currently recorded 
liabilities and could have a material impact on our consolidated financial statements. 


Impairment of Assets: 


We periodically review the carrying value of long-lived assets, other than goodwill, for indicators of 
impairment, and we test goodwill for impairment annually. Indicators of impairment for long-lived assets, other 
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than goodwill, include current period losses combined with a history of losses or a projection of continuing 
losses, and a significant decrease in the fair market value of an asset. In addition, plans and intentions of 
management, such as a decision to close stores, which could impact the future cash flows associated with long- 
lived assets could indicate impairment. Goodwill is evaluated for impairment annually under the provisions of 
SFAS No. 142, which requires us to estimate future cash flows to measure the recoverability of goodwill assets. 


Future indicators of impairment for long-lived assets, other than goodwill, could result in asset impairment 
charges. In addition, while we have concluded that our net goodwill of $348 million as of January 31, 2004 will 
be fully recoverable in future periods, changes in estimated future cash flows could require us to record 
impairment charges on these assets. 


Income Taxes: 


As part of the process of preparing our consolidated financial statements, we are required to estimate the 
amount of income and withholding tax in each of the jurisdictions in which we operate. In certain jurisdictions, 
the rules concerning the tax treatment of various items of income, expense, and credits are ambiguous. On a 
regular basis, these items, and others, are reviewed by various federal, state, and foreign taxing authorities. As 
such, we routinely provide reserves for items that we believe could be challenged by these taxing authorities. In 
addition, we routinely provide valuation allowances for deferred tax assets that we believe may not be realized, 
e.g., the tax benefits of certain foreign tax loss carryovers. 


In the past year, the Internal Revenue Service proposed, and we have agreed to, several adjustments to 
certain deductions claimed in our 1997 to 1999 federal income tax returns. If and when these proposed 
adjustments become final, we will be able to reverse a significant amount of reserves that had been set up in prior 
years to cover these items and to recognize the tax benefits associated with those items that were resolved on a 
favorable basis. 


Derivatives and Hedging Activities: 


We enter into derivative financial arrangements to hedge a variety of risk exposures, including interest rate 
and currency risks, associated with our long-term debt, as well as foreign currency risk relating to import 
merchandise purchases. We account for these hedges in accordance with SFAS No. 133, “Accounting for 
Derivative Instruments and Hedging Activities,” and we record the fair value of these instruments within our 
consolidated balance sheets. 


Gains and losses from derivative financial instruments are largely offset by gains and losses on the 
underlying transactions. The ineffective portion of an instrument’s change in fair value will be immediately 
recognized in earnings. Generally, the contract terms of hedge instruments closely mirror those of the item being 
hedged, providing a high degree of risk reduction and correlation. At January 31, 2004, we increased the carrying 
amount of our long-term debt by $238 million, representing the fair value of debt in excess of the carrying 
amount on that date. Also at January 31, 2004, we recorded derivative assets of $239 million and derivative 
liabilities of $26 million. 


We intend to continue to meet the conditions for hedge accounting. However, if hedges were not to be 
highly effective in offsetting cash flows attributable to the hedged risk, the changes in the fair value of the 
derivatives used as hedges could have a significant impact on our consolidated financial statements. Assuming 
that all derivatives at January 31, 2004 were deemed ineffective, our consolidated financial statements would be 
favorably impacted by $213 million. 


RECENT ACCOUNTING PRONOUNCEMENTS 


Refer to the Note to Consolidated Financial Statements entitled “RECENT ACCOUNTING 
PRONOUNCEMENTS?” for a discussion of recent accounting pronouncements and their impact on our 
consolidated financial statements, beginning on Page 53. Included in this discussion is the issuance of EITF 
03-10, which we will adopt at the beginning of our 2004 fiscal year. EITF 03-10 will impact our consolidated 
financial statements in 2004 as well as the restatement of our consolidated financial statements for 2003, when 
reported for comparative purposes. 
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ITEM 7a. QUALITATIVE AND QUANTITATIVE DISCLOSURES ABOUT MARKET RISK 


We are exposed to market risk from potential changes in interest rates and foreign exchange rates. The 
countries in which we own assets and operate stores are politically stable. We regularly evaluate these risks and 
have taken the following measures to mitigate these risks: our foreign exchange risk management objectives are 
to stabilize cash flow from the effects of foreign currency fluctuations; we do not participate in speculative 
hedges; and we will, whenever practical, offset local investments in foreign currencies with liabilities 
denominated in the same currencies. We also enter into derivative financial instruments to hedge a variety of risk 
exposures including interest rate and currency risks. 


Our foreign currency exposure is primarily concentrated in the United Kingdom, Europe, Canada, Australia, 
and Japan. We face currency exposures that arise from translating the results of our worldwide operations into 
U.S. dollars from exchange rates that have fluctuated from the beginning of the period. We also face 
transactional currency exposures relating to merchandise that we purchase in foreign currencies. We enter into 
forward exchange contracts to minimize and manage the currency risks associated with these transactions. The 
counter-parties to these contracts are highly rated financial institutions and we do not have significant exposure 
to any single counter-party. Gains or losses on these derivative instruments are largely offset by the gains or 
losses on the underlying hedged transactions. For foreign currency derivative instruments, market risk is 
determined by calculating the impact on fair value of an assumed one-time change in foreign exchange rates 
relative to the U.S. dollar. Fair values were estimated based on market prices, where available, or dealer quotes. 
With respect to derivative instruments outstanding at January 31, 2004, a 10% appreciation of the U.S. dollar 
would have had no impact on pre-tax earnings and would have increased comprehensive income in 2003 by 
$19 million, while a 10% depreciation of the U.S. dollar would have decreased comprehensive income in 2003 
by $19 million. Comparatively, considering our derivative instruments outstanding at February 1, 2003, a 10% 
appreciation of the U.S. dollar would have increased comprehensive income in 2002 by $39 million, while a 10% 
depreciation of the U.S. dollar would have decreased comprehensive income in 2002 by $42 million. Considering 
our derivative instruments outstanding at February 2, 2002, a 10% appreciation of the U.S. dollar would have 
increased comprehensive income in 2001 by $13 million, while a 10% depreciation of the U.S. dollar would have 
decreased comprehensive income in 2001 by $13 million. 


We are faced with interest rate risks resulting from interest rate fluctuations. We have a variety of fixed and 
variable rate debt instruments. In an effort to manage interest rate exposures, we strive to achieve an acceptable 
balance between fixed and variable rate debt and have entered into interest rate swaps to maintain that balance. 
For interest rate derivative instruments, market risk is determined by calculating the impact to fair value of an 
assumed one-time change in interest rates across all maturities. Fair values were estimated based on market 
prices where available or dealer quotes. A change in interest rates on variable rate debt impacts earnings, cash 
flow, and the fair value of debt. A change in interest rates on fixed rate debt does not impact the fair value of 
debt, earnings, or cash flow. Based on our overall interest rate exposure related to floating rate debt outstanding 
at January 31, 2004, February 1, 2003 and February 2, 2002, a 1% increase in interest rates would have an 
unfavorable annualized impact on pre-tax earnings of $20 million in 2003, $15 million in 2002, and $11 million 
in 2001. A 1% decrease in interest rates would have a favorable annualized impact on pre-tax earnings of 
$20 million in 2003, $15 million in 2002, and $11 million in 2001. A 1% increase in interest rates would 
decrease the fair value of our long-term debt at January 31, 2004 and February 1, 2003 by approximately 
$101 million and $90 million, respectively. A 1% decrease in interest rates would increase the fair value of our 
long-term debt at January 31, 2004 and February 1, 2003 by approximately $93 million and $98 million, 
respectively. 


Refer to the Note to Consolidated Financial Statements entitled “DERIVATIVE INSTRUMENTS AND 


HEDGING ACTIVITIES” for a discussion of recent accounting pronouncements and their impact on our 
consolidated financial statements, beginning on Page 41. 
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 


Consolidated Statements of Earnings ...... 
Consolidated Balance Sheets ............ 
Consolidated Statements of Cash Flows ... 


Consolidated Statements of Stockholders’ Equity ....... 00... cee cece ene 


Notes to Consolidated Financial Statements 
Quarterly Results of Operations (Unaudited) 
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Toys “R” Us, Inc. and Subsidiaries 


Consolidated Statements of Earnings 


(In millions, except per share data) 


Gross margin ....... 


Selling, general and administrative expenses ....................000-. 
Depreciation and amortization ........ 20... 0. cece cee cena 
Restructuring and other charges ....... 2.0... 0c eects 


Total operating expenses. «ii. ccs se eee deed eae eet eee 


Operating earnings .. 


Other (expense) income: 


Interest expense .... 


Interest and other income ........ 0.0.0... 


Earnings before income taxes ....... 0... 0c cece eee eee ae 


Income taxes ........... 
Net earnings ........... 


Basic earnings per share . . 


Diluted earnings per share 


Year Ended 


January 31, February1, February 2, 
2004 2003 2002 


$11,566 $11,305 $11,019 
7,849 7,799 7,604 
3,717 3,506 3,415 
3,022 2,718 2,721 
348 317 308 
85 — 186 
3,455 3,035 3,215 
262 471 200 
(142) (119) (117) 
15 9 8 
3 = = 
138 361 91 
50 132 24 
$ 88 $ 229 $ 67 
$ 0.41 1.10 $ 0.34 
$ 041 $ 109 $ 0.33 


See Notes to Consolidated Financial Statements. 
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Toys “R” Us, Inc. and Subsidiaries 
Consolidated Balance Sheets 


January 31, February 1, 
(In millions) 2004 2003 


ASSETS 
Current Assets: 
Cash and cash equivalents: 20.5 cc csqceed ade ents dese tanseaae ern ceee neues $ 2,003 $ 1,023 
Restricted:cash:. ¢.4.-.:.6.tck oo hww tet de dane et hd Oe we eas Eda ced —_— 60 
Accounts and other receivables ......... 0.000 ccc eee eee eee eee ees 146 202 
Merchandise inventories 3-2. sii oc cece i ee de eho eee bebo wee 2,123 2,190 
Net property assets held for sale .... 0.2... eee cece 163 20 
Prepaid expenses and other current assets ....... 2.0.0... 0c eee eee eee eee 249 91 
Total current assetS 0.0... 0... cette een e eens 4,684 3,586 
Property and Equipment: 
Real estate, Net. gos <2 gaicsuw a Guess Age ho Sona Saath oo desere toga nee, Sacedes eootend 2,298 2,378 
C@)] 0 (ae Lo) Rare nee ce re Pe en aa ree 2,274 2,365 
Total property and equipment .......... 0.00... 0c eee eee eee 4,572 4,743 
Goodwill, Ne te.4,oh8 epee cee diese & poe eos ae Bayh Ss ean rancor edd Gee Udon 348 348 
Derivative ASSCtS alinc5 eectietenanac daze thi aagsdaatan deo oadedars ah wich ee 24 a: dunce sandod wee hley ade eeadss Guests alee: 77 152 
Other-assets. «3.043.033 6adaceddeored ered ncaa np caeed sedoe dl ebeneedoedasew 537 568 


LIABILITIES AND STOCKHOLDERS’ EQUITY 


Current Liabilities: 


Short-term borrowings 0.2.0.0... 0c cece tenet eee e en ees $ — $ — 
ACCOUNTS payable> cs ices gw hiked MEME A REN sae eae wee eke Saeed 991 896 
Accrued expenses and other current liabilities ...............0..........0.000. 893 824 
Income taxes payable s...2..6 cc daswecgae eens eee ee ees weed headed 4 231 279 
Current portion of long-term debt. .......... 0.0... eee eee eee eee 657 379 
‘Total-current labihbties: 2.2.26.042.04.002%.48.0:2 coeds aeons beet taale cad 2,772 2,378 
Long-tetm debt 2-..i.cc401 tod ch eteede tea dn egesee needed eerie deat 2,349 2,139 
Deferred income taxes: ccasccnsgi id wdie ceveasa eg BR REMG aed tobias earglarnle aecapderstae Mace 538 545 
Derivative labile: -s0c..cc ceed de 4 aed eae h ee Seay cae Ea ae eed 26 10 
Ot er MAINES? 955d a eeng iets a's cmd dea tatbemobvenace® tas sal araatyn die ncn bo duammpa ar aamareieea a uiale sees 302 282 
Minority interest in Toysrus.coM ....... 0.0.0: c ect ee eee ae 9 13 


Stockholders’ Equity: 


OMIMOM STOCK 6 iy cts eos he a acdrachce nts, Rtsbdat ate doaisidianacdGnson a. lddanshane icy eter aus ahaeioaucemetoos 30 30 
Additional paid-in-capital .. 6.2... cee eens 407 414 
Retained earings — so nick soe ek pha ade ayaa ee acne eles es 5,545 5,457 
Accumulated other comprehensive loss ............ 00 cece eee eee eens (53) (149) 
METeASuny Shaves; AW COSC ss cae dndsa aa dedratae oa hate aoe np ifud) eacweg ndemantyat eee goauate aos (1,707) (1,722) 
Total stockholders’ equity «0.2.2 c6 esau e estes eee eee ed eee ean 4,222 4,030 


$10,218 $ 9,397 


See Notes to Consolidated Financial Statements. 
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Toys “R” Us, Inc. and Subsidiaries 


Consolidated Statements of Cash Flows 


(In millions) 


Year Ended 
January 31, February 1, February 2, 
2004 2003 2002 
Cash Flows from Operating Activities 
Net Bammings 64 bos gith inde we doe oa toes dely desde ee oe ees $ 88 $ 229 $ 67 
Adjustments to reconcile net earnings to net cash from operating 
activities: 
Depreciation and amortization ........... 0.00.0... 00 000 e ee 348 317 308 
Deferred IncOmMe taxes? cs sos ose ay ede e eed ed eae a vieds 47 99 (58) 
Minority interest in Toysrus.com ........ 0.0.00 e ee eee eee eee (8) (14) (24) 
Other Non-Cash 1t6Ms: « .su.sces eaned anced eae ee au oe ed (9) (19) (15) 
Non-cash portion of restructuring and other charges ........... 81 —_ 109 
Changes in operating assets and liabilities: 
Accounts and other receivables ......... 0.0.0. e cece eee eee 62 8 15 
Merchandise inventories ........... 0.00 cee eee eee 104 (100) 217 
Prepaid expenses and other operating assets ................. 28 (18) 36 
Accounts payable, accrued expenses and other liabilities ....... 103 112 (241) 
Income taxes payable ...... 0... eee eee eee (55) (40) 90 
Net cash from operating activities ..... 0... ccc eee 789 574 504 
Cash Flows from Investing Activities 
Capital expenditures, net .... 0.0... .. cece ee eee (256) (398) (705) 
Reduction in cash due to deconsolidation of Toysrus.com — Japan .... (1) — — 
Net cash from investing ACtiVitICS .. 6. teens (257) (398) (705) 
Cash Flows from Financing Activities 
Short-term: DOrrOWINES, NEE oo: isis sous wena gct galt g cop alee a alee sipoe — — (588) 
Long-term borrowings ....... 0.0... cece cee eee eee 792 548 1,214 
Long-term debt repayments 5.6. actossd- cap ante oaG e bee Sel aoa (370) (141) (410) 
Decrease / (increase) in restricted cash... 6.0... ee eee 60 (60) — 
Proceeds from issuance of stock and contracts to purchase stock ..... —_ 266 —_ 
Share repurchase program and exercise of stock options ............ _ —_ (25) 
Net cash from financing activities... 0.0... eee 482 613 191 
Effect of exchange rate changes on cash and cash equivalents ........... (34) (49) 18 
Cash and Cash Equivalents 
Increase durin Year: sc... c)icvac keskapaed a bis aa Fed qe eee he Gage edge ak 980 740 8 
Beginning Of Year os .s 6s eeu ceed did eS ete ees eee ad ie 1,023 283 275 
End Of Year 42c catnlin dates cae she eed eee et eee PRS $2,003 $1,023 $ 283 
Supplemental Disclosures of Cash Flow Information 
Net income tax payments / (refunds) ........... 0.000. e eee eee eee $ 33 $ 32 $ (22) 
INtErest PAYMENtS: « sigcde aie arene Gung ach wae e aap onee a AewretmMe ee Sh lecese $ 117 $ 93 $ 85 


See Notes to Consolidated Financial Statements. 
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Toys “R” Us, Inc. and Subsidiaries 


Consolidated Statements of Stockholders’ Equity 


(In millions) 
Balance, February 3, 2001 ..... 


Net earnings for the year 
Foreign currency translation 

adjustments ............... 
Unrealized loss on hedged 

transactions ............... 
Share repurchase program ..... 
Issuance of restricted stock, 

INCU cscs Foe aig. eod Sew eral. 
Exercise of stock options, net ... 


Balance, February 2, 2002 ..... 


Net earnings for the year 
Foreign currency translation 
adjustments ............... 
Unrealized loss on hedged 
transactions ............... 
Common stock equity 
offering .............2.00. 
Issuance of restricted stock, 
MEU nisi eee SB) ice dus iene 


Net earnings for the year 
Foreign currency translation 
adjustments ............... 
Unrealized loss on hedged 
transactions ............... 
Minimum pension liability ..... 
Issuance of restricted stock, net 
and other ................. 


Balance, January 31, 2004 .... 


See Notes to Consolidated Financial Statements. 


Common stock Accumulated 

Additional th Total 

= ee In Treasury paiddne codiiprenenaive Retained iochardens? 
Shares Amount Shares Amount capital loss earnings equity 
300.4 $ 30 (102.9) $(2,001) $439 $(211) $5,161 $3,418 
— 67 67 

(55) — (55) 

(1) a (1) 

ie Oi: 2 — _ = (44) 
— —_— 0.5 5 4 — — 9 
— —_— 0.8 19 1 — — 20 
300.4 $ 30 (103.7) $(2,021) $444 $(267) $5,228 $3,414 
— 229 229 
127 — 127 

(9) = (9) 

— _— 14.9 301 (35) — — 266 
a 0.9 (2) 5 _ = 3 
300.4 $ 30 (87.9) $(1,722) $414 $(149) $5,457 $4,030 
— 88 88 
113 — 113 

(5) = (5) 

(12) = (12) 

— — 1.1 15 (7) — — 8 
300.4 $ 30 (86.8) $(1,707) $407 $ (53) $5,545 $4,222 
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Toys “R” Us, Inc. and Subsidiaries 


Notes to Consolidated Financial Statements 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Organization 


99 66. ” 


Except as expressly indicated or unless the context otherwise requires, as used herein, the “company,” “we, 
“us,” or “our” means Toys “R” Us, Inc. and its subsidiaries. We are a worldwide specialty retailer of toys, baby 
products and children’s apparel. 


Fiscal Year 


Our fiscal year ends on the Saturday nearest to January 31. Unless otherwise stated, references to years in 
this report relate to the 52-week fiscal years below: 


Fiscal Year Ended 

2003s cee hehe hae wed OwG oa onde sd LA wT ELSES Ade a Gea Raed January 31, 2004 

2002) sen guid etene es pad os Bees enks ais ee oda cen wheats February 1, 2003 

QOOU 26.555 dcb RASA eae nL G ESS’ bah he ba Sone bono February 2, 2002 
Reclassification 


We have made certain reclassifications to prior period information to conform to current presentations. 


Principles of Consolidation 


The consolidated financial statements include the accounts of the company and its subsidiaries. We 
eliminated all material intercompany balances and transactions. We translated all assets and liabilities of foreign 
operations at current rates of exchange at the balance sheet date and translated the results of foreign operations at 
average rates in effect for the period. We show any unrealized translation gains or losses as a component of the 
line item accumulated other comprehensive loss within the consolidated statements of stockholders’ equity. 


Use of Estimates 


The preparation of financial statements in conformity with accounting principles generally accepted in the 
United States requires us to make estimates and assumptions that affect the amounts reported in the consolidated 
financial statements and accompanying notes. Actual results may differ from those estimated. 


Revenue Recognition 


We recognize sales at the time the guest takes possession of merchandise, either at the point of sale in our 
stores or at the time of shipment for products purchased from our websites. We recognize the sale from layaway 
transactions when our guests satisfy all payment obligations and take possession of the merchandise. We 
recognize the sale from gift cards and the issuance of store credits as they are redeemed. 


Advertising Costs 


Gross advertising costs are recognized in selling, general and administrative expenses (SG&A) at the point 
of first broadcast or distribution and were $364 million in 2003, $358 million in 2002, and $356 million in 2001. 


Cash and Cash Equivalents 


We consider our highly liquid investments with original maturities of less than three months to be cash 
equivalents. 
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Merchandise Inventories 


Merchandise inventories for the Toys “R” Us — U.S. division, other than apparel, are stated at the lower of 
LIFO (last-in, first-out) cost or market value, as determined by the retail inventory method and represent 
approximately 64% of total merchandise inventories. All other merchandise inventories are stated at the lower of 
FIFO (first-in, first-out) cost or market value as determined by the retail inventory method. 


Credits and Allowances Received from Vendors 


We receive credits and allowances that are related to formal agreements negotiated with our vendors. These 
credits and allowances are predominantly for cooperative advertising, promotions, and volume related purchases. 
Beginning in 2003, we began to treat credits and allowances, including cooperative advertising allowances, as a 
reduction of product cost in accordance with the provisions of Emerging Issues Task Force Issue No. 02-16, 
“Accounting by a Customer (Including a Reseller) for Certain Consideration Received from a Vendor” 

(EITF 02-16). Therefore, beginning in 2003, we recognized as a reduction to cost of sales those credits and 
allowances that related directly to inventory purchases as that inventory is sold. All cooperative advertising 
allowances that are related to arrangements entered into prior to 2003 offset the costs of cooperative advertising 
expense and were included in SG&A in the period that the expense was recognized. 


Cost of Sales and Selling, General, and Administrative Expenses 


The following table illustrates costs associated with each expense category: 


“Cost of sales” “SG&A” 
e The cost to acquire merchandise from vendors; e Store payroll and related payroll benefits; 
e Freight in; ¢ Rent and other store operating expenses; 
¢ Markdowns; e Advertising expenses; 
e Provision for inventory shortages; and ¢ Cooperative advertising allowances prior to 2003; 
¢ Credits and allowances from our merchandise ¢ Costs associated with operating our distribution 
vendors. network that primarily relate to moving merchandise 


from distribution centers to stores; and 


e Other corporate related expenses. 


As a result of the implementation of EITF 02-16, cooperative advertising allowances of $225 million for 
2003 reduced the cost to acquire merchandise inventories from vendors and are recognized as a reduction to cost 
of sales when the related merchandise inventories are sold. Of this amount, $175 million was recognized as a 
reduction to cost of sales and $50 million reduced the cost of merchandise inventories at January 31, 2004. Prior 
to 2003, cooperative advertisement allowances were recorded as a reduction to SG&A. 


Property and Equipment 


We record property and equipment at cost. Leasehold improvements represent capital improvements made 
to our leased properties. We record depreciation and amortization using the straight-line method over the shorter 
of the estimated useful lives of the assets or the terms of the respective leases, if applicable. We utilize 
accelerated depreciation methods for income tax reporting purposes with recognition of deferred income taxes 
for the resulting temporary differences. We periodically evaluate the need to recognize impairment losses 
relating to long-lived assets. If indications of impairment exist and if the values of the assets are determined to be 
impaired, an impairment charge would be recognized and the related assets would be written-down. 
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Costs of Computer Software 


We capitalize certain costs associated with computer software developed or obtained for internal use in 
accordance with the provisions of Statement of Position No. 98-1, “Accounting for the Costs of Computer 
Software Developed or Obtained for Internal Use” (SOP 98-1), issued by the American Institute of Certified 
Public Accountants (AICPA). We capitalize those costs from the acquisition of external materials and services 
associated with developing or obtaining internal use computer software. We capitalize certain payroll costs for 
employees that are directly associated with internal use computer software projects once specific criteria of SOP 
98-1 are met. We expense those costs that are associated with preliminary stage activities, training, maintenance, 
and all other post-implementation stage activities as they are incurred. We amortize all costs capitalized in 
connection with internal use computer software projects on a straight-line basis over a useful life of five years, 
beginning when the software is ready for its intended use. 


Financial Instruments 


We adopted the provisions of Statement of Financial Accounting Standards No. 133, “Accounting for 
Derivative Instruments and Hedging Activities” (SFAS No. 133) beginning in 2002. This statement requires that 
we record all derivatives in our consolidated balance sheets at fair value and that we recognize changes in fair 
value currently in earnings unless specific hedge accounting criteria are met. 


We enter into forward foreign exchange contracts to minimize the risk associated with currency movement 
relating to our short-term intercompany loan program with foreign subsidiaries. We recognize the gains and 
losses, which offset the movement in the underlying transactions, as part of such transactions. Gross deferred 
unrealized losses on the forward contracts were not material at January 31, 2004 or February 1, 2003. We include 
the related receivable, payable, and deferred gain or loss on a net basis in our consolidated balance sheets. We 
had $452 million and $205 million of short-term outstanding forward contracts at January 31, 2004 and February 
1, 2003, maturing in 2004 and 2003, respectively. We entered into these contracts with counter-parties that have 
high credit ratings and with which we have the contractual right to net forward currency settlements. 


Stock-Based Compensation 


We account for stock options in accordance with the provisions of Accounting Principles Board Opinion 
No. 25 “Accounting for Stock Options Issued to Employees” (APB 25). We have adopted the disclosure only 
provisions of SFAS No. 123, “Accounting for Stock Based Compensation” (SFAS No. 123), issued in 1995. 


In accordance with the provisions of SFAS No. 123, we apply APB 25 and related interpretations in 
accounting for our stock option plans and, accordingly, do not recognize compensation expense. If we had 
elected to recognize compensation expense based on the fair value of the options granted at grant date as 
prescribed by SFAS No. 123, net earnings and earnings per share would have been reduced to the pro forma 
amounts indicated in the following table: 


(In millions, except per share data) 2003 2002 2001 
Net earnings —as reported ...0.. 006.0 cecccece cece eeeeeeeeeeeeeeeeeeteeeeees $ 88 $229 §$ 67 
Less total stock-based compensation expense determined under fair value based 

method for all awards, net of related tax effects .... 0.0... 0... cece eee 34 39 39 
Netieamings = proforma <2 i.indsac dines tice pd pM edeaitgetiveres abe ebhes $ 54 $190 §$ 28 
Basic earnings per share — as reported .... 0.2.0.0... cee cece eee eee eee $0.41 $1.10 $0.34 
Diluted earnings per share — as reported ....... 0.0... eee cece eee ee $0.41 $1.09 $0.33 
Basic earnings per share — pro forma..... 1.2.0... cee cece eee eee $0.25 $0.92 $0.14 
Diluted earnings per share — pro forma ........... 0.0. c cece cece eee eee ee $0.25 $0.91 $0.14 
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The weighted-average fair value at the date of grant for options granted in 2003, 2002, 2001 were $2.86 per 
option, $6.42 per option, and $9.16 per option, respectively. The fair value of each option grant is estimated on 
the date of grant using the Black-Scholes option-pricing model. As there were a number of options granted 
during the years of 2001 through 2003, a range of assumptions follows: 


2003 2002 2001 
Expected stock price volatility ................ 0.473 -0.548  0.407-0.507 0.407 — 0.567 
Risk-free interest rate .... 2.2.0.0... eee eee. 2.3% - 3.4% 2.6% -5.0% 3.6% —5.1% 
Weighted average expected life of options ...... 5 years 5 years 5 years 


The effects of applying SFAS No. 123 and the results obtained through the use of the Black-Scholes option- 
pricing model are not necessarily indicative of future values. 


The Financial Accounting Standards Board (FASB) is currently developing a new standard for accounting 
for stock-based compensation. Tentative decisions by the FASB indicate that recording compensation expense 
for stock options will be required beginning in fiscal 2005. The FASB has issued an exposure draft and expects 
to issue its final standard later in 2004. 


Insurance Risks 


We insure a substantial portion of our general liability and workers’ compensation risks through a 
wholly-owned insurance subsidiary, in addition to third party insurance coverage. Provisions for losses related to 
self-insured risks are based upon independent actuarially determined estimates. We maintain stop-loss coverage 
to limit the exposure related to certain risks. The assumptions underlying the ultimate costs of existing claim 
losses are subject to a high degree of unpredictability, which can affect the liability recorded for such claims. For 
example, variability in inflation rates of health care costs inherent in these claims can affect the amounts realized. 
Similarly, changes in legal trends and interpretations, as well as a change in the nature and method of how claims 
are settled can impact ultimate costs. 


Recent Accounting Developments 


In September 2003, the AICPA released a Draft Statement of Position entitled “Accounting for Certain 
Costs and Activities Related to Property, Plant, and Equipment” (Draft SOP). The Draft SOP is expected to be 
issued in its final form in the first quarter of 2004 and would become effective for us at the beginning of fiscal 
2005. The Draft SOP requires, among other things, that we establish a level of “component” accounting, as 
defined, for property and equipment. Each component of property and equipment shall be depreciated over its 
own separate useful life and, once it is replaced with a new component, any remaining value would be written off 
to expense in the period of replacement. Absent such component accounting, new capital expenditures for 
replacement components would be expensed as incurred. While we are currently evaluating the potential impact 
that the Draft SOP may have on our future results of operations, it will have no impact on our future cash flows. 


RESTRUCTURING AND OTHER CHARGES 


On November 17, 2003, we announced our decision to close all 146 of our free-standing Kids “R” Us stores 
and all 36 of our free-standing Imaginarium stores, as well as three distribution centers that support these stores. 
All Imaginarium stores and the majority of the Kids “R” Us facilities were closed on or before January 31, 2004. 
We plan to convert up to 14 of the former Kids “R” Us locations into Babies “R” Us stores over the next two 
years. Five former Kids “R” Us stores had leases that ended on January 31, 2004. On March 2, 2004, we entered 
into an agreement with Office Depot, Inc., under which Office Depot, Inc. agreed to acquire 124 of the former 
Kids “R” Us stores for $197 million in cash, before commissions and fees, plus the assumption of lease payments 
and other obligations. We expect that this transaction will close in phases throughout 2004 and we will record it 
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in our consolidated financial statements upon closing. We are currently marketing the three remaining former 
Kids “R” Us store properties for disposition. 


We recorded costs and charges of $147 million in the fourth quarter of 2003 relating to the closing of the 
Kids “R” Us and Imaginarium free-standing stores. These costs and charges include $49 million of markdowns 
recorded in cost of sales and $24 million of depreciation that was accelerated through the closing periods of the 
Kids “R” Us stores. The remaining $74 million of costs and charges were included in restructuring and other 
charges. As a result of these actions, a total of approximately 3,300 positions are being terminated. We estimate 
that additional charges of approximately $25 million will be recorded during 2004 when the remaining Kids “R” 
Us stores close. 


Details on the components of the charges recorded in the fourth quarter of 2003 are as follows: 


Reserve balance 
Initial Utilized at January 31, 


(In millions) charge in 2003 2004 
Inventory markdowns ...............000e eee eee $ 49 $ (28) $ 21 
Asset impairment ........... 0.0.2 eee eee ee eee 44 (44) — 
Accelerated depreciation ............ 0.00 cee eee eee 24 (24) — 
Lease commitments ............0 000 ce eee eee eee 15 (2) 13 
DOVEPANCE 5 cists ies Je oases, ete asgutcahoe gases ste ten aaa 11 — 11 
OMe se ace is nae es wn Shee ea eee ee dead OR 4 (4) — 
PAOLA S ja ti ctere nenasence totes unr eatttasauleae dea met oyieteeetataee as $147 $(102) $ 45 


In 2001, we recorded costs and charges to close 27 Toys “R” Us stores and 37 Kids “R” Us stores. We also 
recorded charges to eliminate approximately 1,700 staff positions in our stores and headquarters and to 
consolidate five of our store support center facilities into our current Global Store Support Center facility in 
Wayne, New Jersey. These actions resulted in total pre-tax charges of $237 million, which was partially offset by 
the reversal of $24 million of previously accrued charges ($11 million from the 1998 charge and $13 million 
from the 1995 charge) that we determined to no longer be needed. Therefore, we recorded net charges of $213 
million in the fourth quarter of 2001, of which $27 million were recorded in cost of sales. 


Details on the components of the charges and remaining reserves are as follows: 


Reserve Reserve 
Adjustments Utilized balanceat Adjustments Utilized balance at 
Initial tocharges through February1, to charges in January 31, 
(In millions) charge in 2002 2002 2003 in 2003 2003 2004 
Store closings: 
Lease commitments .............. $ 52 $— $ (1) $41 $ (3) $(13) $ 25 
Write-down of property and 
equipment ...............000- 75 — (75) — 1 (1) — 
Inventory markdowns ............ 27 — (27) — — — — 
DOVELANCE ss Loire tote ee deae ae ones 4 — (4) — —_ — —_ 
Store support center consolidation: 
Lease commitments .............. 28 11 — 39 10 (5) 44 
Write-down of property and 
equipment ................04. 29 — (29) — 6 (6) — 
SCVELANCE: 2 5..0dcatncgde deans ets 15 (1) (9) 5 (1) (4) — 
UNGER opis ccacke SraSgna dees ate eacaneles 7 — (7) — — — — 
Total restructuring and other 
CHASES: id cadiaeceieavesais g darwekare $237 $ 10 $(162) $ 85 $ 13 $ (29) $ 69 
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We recorded restructuring and other charges of $698 million in 1998 and $396 million in 1995 for certain 
initiatives, all of which have been substantially completed. We reversed unused reserves of $2 million in 2003, 
$10 million in 2002 and $29 million in 2001, as these reserves were deemed to no longer be necessary. We had 
$36 million of reserves remaining at January 31, 2004, primarily for long-term lease commitments that will be 
utilized in 2004 and thereafter. 


We have included certain real estate assets as current assets in our consolidated balance sheets, as they are 
being held for sale. Net property assets held for sale at January 31, 2004 included former Kids “R” Us real estate 
assets as discussed above, as well as our former store support center facility in Montvale, New Jersey. Net 
property assets held for sale at February 1, 2003 included the Montvale, New Jersey facility. 


We believe that remaining reserves at January 31, 2004 are adequate to complete all remaining initiatives 
and commitments. 


RESTRICTED CASH 


We had no restricted cash at January 31, 2004 and had restricted cash of $60 million at February 1, 2003, 
which included $45 million that was used as support for a letter of credit in exchange for reduced letter of credit 
fees and $15 million related to a real estate transaction that closed in 2003. 


MERCHANDISE INVENTORIES 


Merchandise inventory for our domestic toy stores, other than for apparel, is stated at the lower of LIFO 
(last-in, first-out) cost or market. If inventories had been valued at the lower of FIFO (first-in, first-out) cost or 
market, inventories would show no change at January 31, 2004 or February 1, 2003. Apparel inventory and 
inventory for our international and Toysrus.com divisions are stated at the lower of FIFO cost or market. 


Details on the components of our consolidated merchandise inventories are as follows: 


(in millions) 2003 2002 

Toys “RY US:=U-S.s3 nals sedweid enbee save va dadaediieose a4 $1,349 $1,392 
Babies: ik US? taka taret a nahh nia space: sats panne bay aude coger arsncas tae eaankeantteiauete 332 310 
TOYSTUS:COM) 2 12-4 ste dnd ha GOOD eee wae ead ace 42 38 
Toys “R” Us — International ............ 0.0... eee eee ee 395 362 
Kids" R? US .e.ered dane td. 4 donee ad bee deals 4 87 
OMS Ra :d aus sletandcacgest ak bueiee pdb) add sateen dospal ard aeh eek auscat bb ann lactone ideduass 1 1 
VOtal gc: 5.000 Gn went deed ae hela deseo te id $2,123 $2,190 
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PROPERTY AND EQUIPMENT 


Useful life 

(In millions) (in years) 2003 2002 
Waa onan ca eae at oe eee ereee eae eeneeen eens $ 854 $ 825 
Buildings: 3.206 se4 duct ce hee da aa ihe satin deaeetieadt enue 45-50 2,075 2,009 
Furniture and equipment ........ 0.0.0.0... eee eee eee 5-20 1,670 1,786 
Leasehold improvements ........ 0.0... 0... c cece eee eee 12 Y2-35 1,800 1,726 
Costs of computer software ..... 0.0... ee eee 2) 243 192 
Construction in progress .... 0... eee eee eee 24 33 
Leased property and equipment under capital lease ............... 53 53 

6,719 6,624 
Less accumulated depreciation and amortization ................. 1,984 1,861 

4,735 4,763 
Less net property assets held forsale ....................0..00. 163 20 
Ota gic sie aie Blecat e Date Ss a seemineohaald i erate na Atew See SAGh Eta Ben Sach Gulentetenay $4,572 $4,743 


GOODWILL 


In 2001, the FASB issued SFAS No. 142, “Goodwill and Other Intangible Assets” (SFAS No. 142), which 
we adopted at the beginning of 2002. SFAS No. 142 changed the accounting for goodwill from an amortization 
method to impairment only approach and accordingly, we ceased amortization of all goodwill in 2002. 


The carrying amount of goodwill at January 31, 2004 was $348 million and included goodwill relating to 
the acquisition of Baby Super Stores, Inc. in 1997 ($319 million), which is now part of the Babies “R” Us 
division, and goodwill relating to the acquisition of Imaginarium Toy Centers, Inc. in 1999 ($29 million), which 
is now part of the Toys “R” Us — U.S. division. Based on the estimated fair market values (calculated using 
historical operating results of the reporting units to which the goodwill relates and relative industry multiples) of 
these divisions compared with the related book values, we have determined that no impairment of this goodwill 
exists. 


Application of the non-amortization provisions of SFAS No. 142 resulted in an increase in net earnings of 
$8 million for 2003 and 2002. Had the non-amortization provisions of SFAS No. 142 been applied for 2001, we 
would have reported net earnings of $75 million and diluted earnings per share of $0.36. 


INVESTMENT IN TOYS “R” US - JAPAN 


We have accounted for our 48% ownership investment in the common stock of Toys “R” Us — Japan, a 
licensee of ours, using the “equity method” of accounting since the initial public offering of Toys “R” Us — Japan 
in April 2000. As part of this initial public offering, Toys “R” Us — Japan issued 1.3 million shares of common 
stock to the public at a price of 12,000 yen, or $113.95 per share. In November 2001, the common stock of 
Toys “R” Us — Japan split 3-for-1. Our policy is to account for the sale of subsidiaries’ stock by recognizing 
gains or losses for value received in excess of, or less than, our basis in such subsidiary. 


Our equity in the earnings of Toys “R” Us — Japan is included in consolidated SG&A and was $32 million 
for 2003, $30 million for 2002, and $29 million for 2001. The carrying value of the investment is reflected on our 
consolidated balance sheets as part of the line item other assets and was $150 million in 2003 and $140 million in 
2002. At January 31, 2004, the quoted market value of our investment was $317 million. The valuation is derived 
from a mathematical calculation based on the closing quotation published by the Tokyo over-the-counter market 
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and is not necessarily indicative of the amount that could be realized upon sale. We are the guarantor of 80% of a 


10 billion yen ($95 million) loan to Toys “R” Us — Japan from third parties in Japan. The loan has an annual 
interest rate of 6.47% and is due in 2012. 


ACCRUED EXPENSES AND OTHER CURRENT LIABILITIES 


(In millions) 2003 2002 

Gift card / gift certificate liability ........ 0.0... eee eee eee $ 149 $ 137 
Othe? eet teed eda ieee: eachdeta beddvh dea Shear ddd eed eed 744 687 
Total ine sdoba cant etnies ele de he ete Pye den eI ER Das $ 893 $ 824 


Other accrued expenses and current liabilities include, among other items, accrued interest, current deferred 
tax liabilities, accrued payroll, profit sharing, bonuses, and other benefits. 


SEASONAL FINANCING AND LONG-TERM DEBT 


(In millions) 2003 2002 
475 million Swiss franc note, due and paid on January 28, 2004 ............. $ — $ 348 
500 million euro-denominated bond, due and paid on February 13, 2004 ...... 624 538 
6.875% notes, due fiscal 2006.2... ketenes 265 267 
Note at an effective cost of 2.23% due in semi-annual installments through fiscal 
DOOR OY gia racks Saclstal soc husk ehe uae ned geil ase dead aomegypat sued aca ocsnang Ae Ges anibien lea eaaaes 135 158 
16257 notes, due fiscal 2OU s5 50 bigs $4 dob etd ead deb dee dees eda eee weet 546 554 
7.875% note, due fiscal 2013 2... ce eee eee eee 391 = 
T315% note, due fiscal 2018: 0-308 degen eS eens eee ew ae eh Hew Seth dae ees 397 = 
8 ¥4% debentures, due fiscal 2021, net of expenses ................000005- 199 198 
Equity Security Units: 2:¢s20s0st400. 4000. G80 eudneew diese bee ad oeaees 408 408 
UNC acc seisig, fk eas BG eG hee Sede Wee bok lg ay Gorda ae Gide REA, EL Sarah Sayed GA 41 47 
3,006 2,518 
LSS CURFENE POROM oo oni ok soaks dageice ie wen @ Gay did PGR Et aadrech Gee alge sy gah abla s 657 379 
Wotal eiia.cctaeaeddas bo aentise Seth eee Mae bao eee dik beds $2,349 $2,139 


(Supported by a 475 million Swiss franc bank letter of credit. This note has been converted by an interest rate 
and currency swap to a floating rate U.S. dollar obligation at three month LIBOR. The letter of credit 
expired on January 28, 2004. 

(6) Includes $466 million for a euro-denominated bond, which was repaid on February 13, 2004. 

‘) Amortizing note secured by the expected future yen cash flows from license fees due from Toys “R” Us — 
Japan. 

@) Fair value was $223 million in 2003 and $192 million in 2002. The fair value was estimated using quoted 
market rates for publicly traded debt and estimated interest rates for non-public debt. 


Long-term debt balances as of January 31, 2004 and February 1, 2003 have been impacted by certain 
interest rate and currency swaps that have been designated as fair value and cash flow hedges, as discussed in the 
Note to Consolidated Financial Statements entitled, “DERIVATIVE INSTRUMENTS AND HEDGING 
ACTIVITIES.” 
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In March 2003, we filed a “shelf” registration statement with the Securities and Exchange Commission. This 
registration statement gave us the capability to sell up to $800 million of debt securities that would be used to 
repay outstanding debt and for general corporate purposes. In April 2003, we sold and issued $400 million in 
notes bearing interest at a coupon rate of 7.875% per annum, maturing on April 15, 2013. The notes were sold at 
a price of 98.3% of the principal amount, resulting in an effective yield of 8.125% per annum. We received net 
proceeds of $390 million. Simultaneously with the sale of the notes, we entered into interest rate swap 
agreements. As a result of these swap agreements, interest accrues at the rate of LIBOR plus 3.6% per annum. 
Interest is payable semi-annually and commenced on October 15, 2003. In September 2003, we sold an 
additional $400 million in notes bearing interest at a coupon rate of 7.375% per annum, maturing on October 15, 
2018, which fully utilized our capacity to issue debt under the “shelf” registration statement filed in March 2003. 
The notes were sold at a price of 99.6% of the principal amount, resulting in an effective yield of 7.424% per 
annum. We received net proceeds of $395 million. Simultaneously with the sale of the notes, we entered into 
interest rate swap agreements. As a result of these swap agreements, interest accrues at the rate of LIBOR plus 
2.3% per annum. Interest is payable semi-annually and commenced on April 15, 2004. We used the net proceeds 
from these notes for the repayment of debt that matured in 2004 and for other general corporate purposes. 


In 2002, we completed public offerings of Toys “R” Us common stock and equity security units, as 
described in the Note to Consolidated Financial Statements entitled “ISSUANCE OF COMMON STOCK AND 
EQUITY SECURITY UNITS.” 


In 2001, we issued and sold euro-denominated bonds totaling 500 million euro bearing interest at 6.375% 
per annum. Through the use of derivative instruments, we swapped this obligation into a $466 million fixed rate 
obligation at an effective rate of 7.43% per annum with interest payments due annually and principal due and 
repaid on February 13, 2004. 


In 2001, we issued and sold $750 million of notes comprised of $500 million of notes bearing interest at 
7.625% per annum, maturing in August 2011, and $250 million of notes bearing interest at 6.875% per annum, 
maturing in August 2006. Simultaneously with the issuance of these notes, we entered into interest rate swap 
agreements. As a result of the interest rate swap agreements, interest accrues on the $500 million notes at the rate 
of LIBOR plus 1.512% per annum and on the $250 million notes at the rate of LIBOR plus 1.1515% per annum. 
Interest is payable on both notes semi-annually on February | and August 1, and commenced on February 1, 
2002. In October 2002, we terminated a portion of the interest rate swap agreements and received a payment of 
$27 million which is being amortized over the term of the related notes. Concurrently, we entered into new 
interest rate swap agreements. Of the $500 million notes, $200 million accrues interest at the rate of LIBOR plus 
3.06%, and $125 million of the $250 million notes accrues interest at the rate of LIBOR plus 3.54%. 


We ended 2003 with $885 million in unsecured committed revolving credit facilities from a syndicate of 
financial institutions. These credit facilities consist of a $685 million facility expiring September 2006 and a 
$200 million facility expiring in May 2004. We do not plan to renew the $200 million facility since we believe 
that we will not need to do so, given our current liquidity position and expected cash flow. The facilities are 
primarily used for seasonal borrowings and for general corporate purposes. As of January 31, 2004, we had no 
borrowings under the credit facilities and had $16 million in stand-by letters of credit. 
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The annual maturities of long-term debt at January 31, 2004 are as follows: 


Fair value Annual maturities, 

Annual hedging including fair value 

(In millions) maturities adjustment hedging adjustment 
4 0) 0: SR eee $ 500 $157 $ 657 
DOOD: oe iedenctee seecee pape ius aedeagus cae 450@ 14 464 
2006: es pete ects Gletee ees tbe eh eens 278 18 296 
QO, ce crests Se excesses east paaeesce tne tteeatacde toads; eeeaetse 28 6 34 
QO08) 2623 ocd cpaccae ced oO ih beat eee shed 17 — 17 
2009 and subsequent ................-008- 1,495 43 1,538 
Wotal: ci 45 odes tae dohowarsdah Hoeew dle s sont $2,768 $238 $3,006 


) Includes $403 million of equity security units, due in 2007, which we are obligated to remarket in 2005 and 
will be settled with the issuance of common stock. Refer to the Note to Consolidated Financial Statements 
entitled “ISSUANCE OF COMMON STOCK AND EQUITY SECURITY UNITS.” 


Long-term debt balances as of January 31, 2004 were impacted by certain interest rate and currency swaps 
that were designated as fair value and cash flow hedges, as discussed in the Note to Consolidated Financial 
Statements entitled, “DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES.” 


DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES 


We are exposed to market risk from potential changes in interest rates and foreign exchange rates. We 
continue to regularly evaluate these risks and continue to take measures to mitigate these risks, including, among 
other measures, entering into derivative financial instruments to hedge these risks. We enter into forward 
exchange contracts to minimize and manage the currency risks related to our merchandise import purchase 
program. We enter into interest rate swaps to manage interest rate risk and strive to achieve what we believe is an 
acceptable balance between fixed and variable rate debt. 


The counter-parties to these forward exchange contracts are highly rated financial institutions and as a result 
we do not have significant exposure to any single counter-party. These forward exchange contracts are 
designated as cash flow hedges, as defined by SFAS No. 133, and are effective as hedges. Accordingly, changes 
in the effective portion of the fair value of these forward exchange contracts are included in accumulated other 
comprehensive loss. Once the hedged transactions are completed, or when merchandise is sold, the unrealized 
gains and losses on the forward contracts are reclassified from accumulated other comprehensive loss and 
recognized in earnings. The unrealized losses related to the import merchandise purchase program contracts that 
were recorded in accumulated other comprehensive loss were not material at January 31, 2004 or February 1, 
2003. 


In September 2003, we entered into interest rate swap agreements, in connection with the issuance of $400 
million in notes bearing interest at a coupon rate of 7.375% per annum, maturing on October 15, 2018, and as 
further described in the Note to Consolidated Financial Statements entitled “SEASONAL FINANCING AND 
LONG-TERM DEBT.” As a result of the swap agreements, interest will accrue at the rate of LIBOR plus 2.3% 
per annum. Interest is payable semi-annually commencing on April 15, 2004. This swap is designated as a highly 
effective fair value hedge, as defined by SFAS No. 133. Changes in the fair value of the interest rate swap offset 
changes in the fair value of the fixed rate debt due to changes in market interest rates. 


In April 2003, we entered into interest rate swap agreements on our issuance of $400 million in notes 
bearing interest at a coupon rate of 7.875% per annum, maturing on April 15, 2013, and as further described in 
our Note to Consolidated Financial Statements entitled “SEASONAL FINANCING AND LONG-TERM 
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DEBT.” As a result of the swap agreements, interest will accrue at the rate of LIBOR plus 3.6% per annum. 
Interest is payable semi-annually and commenced on October 15, 2003. This swap is designated as a highly 
effective fair value hedge, as defined by SFAS No. 133. Changes in the fair value of the interest rate swap offset 
changes in the fair value of the fixed rate debt due to changes in market interest rates. 


In May 2002, we entered into an interest rate swap agreement on our Equity-Linked Securities. Under the 
agreement, we will pay interest at a variable rate in exchange for fixed rate payments, effectively transforming 
these debentures to floating rate obligations. This swap is designated as a highly effective fair value hedge, as 
defined by SFAS No. 133. Changes in the fair value of the interest rate swap offset changes in the fair value of 
the fixed rate debt due to changes in market interest rates with some ineffectiveness present. The amount of 
ineffectiveness did not have a material effect on earnings. 


In March 2002, we refinanced a note payable originally due in 2005 and increased the amount outstanding 
to $160 million from $100 million. This borrowing is repayable in semi-annual installments of principal and 
interest, with the final installment due on February 20, 2008. The effective cost of this borrowing is 2.23% and is 
secured by expected future cash flows from license fees due from Toys “R” Us — Japan. We also entered into a 
contract to swap yen to U.S. dollars, within exact terms of the loan. This cross currency swap has been 
designated as a foreign currency cash flow hedge, as defined by SFAS No. 133, and is effective as a hedge. 


In July 2001, we entered into interest rate swap agreements on our 7.625%, $500 million notes due on 
August 1, 2011, and our 6.875%, $250 million notes due on August 1, 2006. Under these agreements, we pay 
interest at a variable rate in exchange for fixed rate payments, effectively transforming the debentures to floating 
rate obligations. These swaps are designated as highly effective fair value hedges, as defined by SFAS No. 133. 
Changes in the fair value of the interest rate swaps perfectly offset changes in the fair value of the fixed rate debt 
due to changes in market interest rates. As such, there were no ineffective hedge portions recognized in earnings 
during 2003, 2002 or 2001. 


In February 2001, we issued and sold euro-denominated bonds totaling 500 million euro bearing interest at 
6.375% per annum. The obligation was swapped into a $466 million fixed rate obligation with an effective rate 
of 7.43% per annum with interest payments due annually and principal due February 13, 2004. This cross 
currency swap is designated as a cash flow hedge, as defined by SFAS No. 133, and is effective as a hedge. The 
portion of the fair value of the swap attributable to changes in the spot rate is offset in earnings against changes 
in the fair value of debt. 


At January 31, 2004, we increased the carrying amount of our long-term debt by $238 million, representing 
the fair value of the debt in excess of the carrying amount on that date. Also in 2003, we recorded derivative 
assets of $239 million and derivative liabilities of $26 million, representing the fair value of these derivatives at 
that date. The current portion of derivative assets is reflected on the consolidated balance sheets as part of the line 
item prepaid expenses and other current assets and the long-term portion is disclosed separately on the face of the 
consolidated balance sheets. The derivative liabilities are reflected separately on the face of the consolidated 
balance sheets. 


We did not realize any material gains or losses related to these transactions for any of the periods presented. 
Accordingly, non-cash changes in assets, liabilities and equity have been excluded from the consolidated 
statements of cash flows presented. 


ISSUANCE OF COMMON STOCK AND EQUITY SECURITY UNITS 


In May 2002, we completed public offerings of Toys “R” Us common stock and equity security units. On 
that date, we issued approximately 15.0 million shares of our common stock at a price of $17.65 per share and 
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received net proceeds of $253 million. Also on that date, we issued approximately 8.0 million equity security 
units with a stated amount of $50 per unit and received net proceeds of $390 million. 


Each equity security unit consists of a contract to purchase, for $50, a specified number of shares of Toys 
“R” Us common stock in August 2005, and a senior note due in 2007 with a principal amount of $50. The senior 
notes are initially pledged to secure the holder’s obligation to purchase our common stock under the related 
purchase contract. When the purchase contracts are settled in 2005, we will issue common stock. We will issue a 
minimum of approximately 18.7 million shares and up to a maximum of 22.8 million shares on the settlement 
date, depending on our average stock price. 


In May 2005, we are obligated to remarket the senior notes at the then prevailing market interest rate for 
similar notes in order to provide the holders of the units with the cash to settle their purchase contracts. If the 
senior notes are successfully remarketed, they will pay interest at the reset rate from the settlement date of that 
remarketing until their maturity in August 2007. If the remarketing were to be unsuccessful, the unit holders 
would be entitled to deliver the senior note or an equivalent treasury security for payment of the common stock. 
If the senior notes are not delivered for settlement of the purchase contracts, the senior notes will pay interest at 
the reset rate until their maturity in August 2007. 


The fair value of the contract to purchase shares of Toys “R” Us common stock was estimated at $1.77 per 
equity security unit. The fair value of the senior note was estimated at $48.23 per equity security unit. Interest on 
the senior notes is payable quarterly at an initial rate of 6.25%, which commenced in August 2002. The proceeds 
allocated to the purchase contracts were recorded in stockholders’ equity on the consolidated balance sheets. The 
fair value of the senior notes is reflected as long-term debt on the consolidated balance sheets. The net proceeds 
from the public offerings were used to refinance short-term borrowings and for other general corporate purposes. 
As a result of the interest rate swap agreements, interest on the senior notes will accrue at the rate of LIBOR plus 
3.43% per annum. Interest is payable quarterly each year, beginning in August 2002. 


DEFINED BENEFIT PENSION PLANS 


We sponsor defined benefit pension plans covering certain international employees with such benefits 
accounted for on an accrual basis using actuarial assumptions. We account for these defined benefit pension 
plans in accordance with SFAS No. 87, “Employers’ Accounting for Pensions” (SFAS No. 87). In 2003, SFAS 
No. 132 (revised 2003), “Employers’ Disclosures about Pensions and Other Postretirement Benefits” (SFAS 
No. 132, as revised) was issued. As permitted by this standard, we will adopt the disclosure provisions for our 
foreign plans during our fiscal year ending January 29, 2005. SFAS No. 132, as revised, requires additional 
disclosures about assets, obligations, cash flows and net periodic benefit cost of defined benefit pension plans. 
This statement did not change the measurement or recognition of these plans required by SFAS No. 87. We use a 
measurement date that approximates the end of our fiscal years for our pension plans described above. 


Obligation and funded status at end of fiscal year (in millions): 


Change in benefit obligation: 


2003 2002 
Benefit obligation at beginning of year ............ 0.00... $29 = $18 
DELVICE COSEs Sas soit de Cesk eek dse dda eM eddie Oa ile bee See 2 2 
THE LESE COS Ue: s65.i2cdsta.dis.celes ate desipparnedsteneiaia cp Gothen 4: ai auadedyapor gab ober geteseeacies 2 1 
Actilatial LOSS: 23 .60.ccds0 he nade deae set lhieded Geta daa g ae 3 4 
Foreign Currency 1MPact 5,.2.:6 pe eee ek sek Ba Sea eee dine doe Race ee pares 4 #4 
Benefit obligation at end of year ........ 2... eee eee $40 $29 
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Change in plan assets: 


2003 2002 
Fair value of plan assets at beginning of year .................0.00 000. $13 $ 12 
Actual return on plan assets ....... 0... cece tee een eee 3 (3) 
Employer contributions 2.2.0.0... 0... eee eee eens 2 2 
Benelits; Expenses paid: «v0.24 asc ngvoensVaraura diaek Meee ee ae eee 4 a — 
Foreign currency impact 2... 0... . cece cee 2 2 
Fair value of plan assets at end of year ..... 0... 0.2 cece eee eee 19 13 
Famed ‘Status =a sass, died aah eck ea cacace, 3 Gace Geccscteem nap Oleh sabe Geta era ees (21) (16) 
Unrecognized actuarial loss .. 0.2... eee 15 14 
Net amount recognized at year-end ........ 0... cece eee eee eee $ (6) $ (2) 


Components of Net Periodic Benefit Cost: 


SEEVICE? COSE se, daccdidfacacsuacas des aon 8b R aw tire Stok ada eed ted dee eed $2 $ 2 $ 1 
INGEPESE:COSt 4.2. acc dod oes ye aes e USES eee aes ee 2 1 1 
Expected return on plan assets ...... 0.0.0. cece eee eee eee (1) (1) (1) 
Recognized actuarial loss 2... 2... . eee eee eae 1 — — 
Net periodic benefit cost 0.6.0... ccc cence eens $4 $ 2 $ 1 


Weighted-average assumptions used to determine benefit obligations at end of fiscal year: 
2003 2002 2001 


DISCOUDE TALSS gn cis ioe coos Re we dasha o Sodas peanae: eg Sack dhe -plgcdatecaielalee 5.3% 54% 6.0% 
Long-term rate of return on plan assets ................. 00005. 6.2% 64% 6.6% 
Rate of compensation increase ...... 0.0.0.0... e eee eee 3.9% 34% 3.8% 


Amounts recognized in the statement of financial position consist of: 


2003 2002 
Accrued benefit liability os....005-0 ese jane o heen ee bh bettie svewdtens $(18) $ (2) 
Accumulated other comprehensive loss .............0000 cece eens 12 — 
Net amount recognized ..... 0... . cece cee teen e eee $ (6) $ (2) 


Additional year-end information for pension plans with accumulated benefit obligations in excess of plan 
assets: 


2003 2002 
Projected benefit obligation ......... 0... cece eee $40 $29 
Accumulated benefit obligation ............ 0.00... e eee eee ee eee 37 25 
Fait value of plan assets: ..aciiiectsuediieeitievord teed bei dedese oes 19 13 
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COMPREHENSIVE INCOME 


Comprehensive income is calculated in accordance with SFAS No. 130, “Reporting Comprehensive 
Income” (SFAS No. 130). SFAS No. 130 requires that comprehensive income include net income, foreign 
currency translation adjustments, unrealized gains / (losses) on hedged transactions, and minimum pension 
liabilities, which are reported separately on the consolidated statements of stockholders’ equity. 


(In millions) 2003 2002 2001 
NGt CaM 8S:x, cra. acyenica awd oe ioe atoy gee dea eleie se anaes Inga ewe ales $ 88 $229 $ 67 
Foreign currency translation adjustments ..................... 72 81 (40) 
Unrealized loss on hedged transactions ................0-00005 (3) (6) (1) 
Minimum pension liability adjustment ...................0... (8) — — 
Comprehensive income ........... 00. e eee eee eee eee $149 $304 $ 26 


Note: All amounts above are shown net of tax. 


STOCKHOLDERS’ EQUITY 


The common shares of the company, par value $0.10 per share, were as follows: 


(In millions) 2003 2002 

Authorized shares’: vse a cawa ee ann dadies bNEGE ede d dee wee aes 650.0 650.0 

Isstied SHANCS: .s s4.erhc-e sis edete Vi eeaeite eats d ducted oe aan pie ee 300.4 300.4 

Treasury Shares” .wincscpae tehaendeieegtEeiewdaeeda cisiawedpoawes 86.8 87.9 

Issued and outstanding shares ....... 0.0... cece eee teenies 213.6 212.5 
EARNINGS PER SHARE 


The following table sets forth the computation of basic and diluted earnings per share: 


(In millions, except per share data) 2003 2002 2001 
Numerator: 
Net earnings available to common shareholders ................... $ 88 $ 229 $ 67 
Denominator for basic earnings per share — weighted average shares .. . 213.3 207.6 197.6 
Impact of dilutive securities .......... 00.0... eee ee eee eee 2.3 2.0 8.4 
Denominator for diluted earnings per share — weighted average 

Shares: 2345 e008 hes Satie Meo a dead cee een eee eeedin eet de 215.6 209.6 206.0 
Basic earnings per share ...... 0.0... cece eects $041 $1.10 $ 0.34 
Diluted! cartes per share: 03. dasa soa ease eeaiveee ede reeee oe eey $ 0.41 $1.09 $ 0.33 


Options to purchase approximately 27.8 million, 32.5 million, and 10.3 million shares of common stock were 
outstanding during 2003, 2002 and 2001, respectively, but were not included in the computation of diluted earnings 
per share because the option exercise prices were greater than the average market price of the common shares. 
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STOCK PURCHASE WARRANTS 


We issued 1.2 million stock purchase warrants to SOFTBANK Venture Capital and affiliates 
(“SOFTBANK”) for $8.33 per warrant. Each warrant gives the holder thereof the right to purchase one share of 
Toys “R” Us common stock at an exercise price of $13 per share, until their expiration in 2010. In addition, we 
granted a warrant in 2000 entitling Amazon.com, Inc. to acquire up to 5% (subject to dilution under certain 
circumstances) of the capital of Toysrus.com at the then market value, until its expiration on December 31, 2004. 
As of January 31, 2004, none of these warrants were exercised. 


LEASES 


We lease a portion of the real estate used in our operations. Most leases require us to pay real estate taxes 
and other expenses and some leases require additional payments based on percentages of sales. 


Minimum rental commitments under non-cancelable operating leases having a term of more than one year 
as of January 31, 2004 are as follows: 


Gross Net 

minimum Sublease minimum 
(In millions) rentals income rentals 
QOD ccs gaceeteeecen ied ce cas oath de teonststces ack carte hans fend alesse ate de a cancemandzes $ 339 $ 17 $ 322 
2009) 2.003 ccudidecde boede cae eames betas dab ed 326 16 310 
OG: cee tece sc, ete eo ds, Be eect eact deat sees os eee Gece 311 13 298 
2007 2645. Gee cebu ewe tangdetd tdi 291 12 279 
US... deceacecd g caeactesce ihmnesah Achteesdyete aca este.-t cues ees asahanteecaeors 270 8 262 
2009 and subsequent .......... 2.0... eee eee eee ee 1,635 37 1,598 
AL Ola. scare se tacacapcetties oe Senate aemiatheret ey aaaG ot, ead ahaa, La $3,172 $103 $3,069 


Total rent expense, net of sublease income, was $301 million, $281 million, and $261 million in 2003, 2002 
and 2001, respectively. We remain contingently liable for lease payments related to the sub-lease of locations to 
third parties. To the extent that sub-lessees fail to perform, our total net rent expense would increase. 


Our Global Store Support Center facility in Wayne, New Jersey is financed under a lease arrangement 
commonly referred to as a “synthetic lease.” Under this lease, unrelated third parties arranged by Wachovia 
Development Corporation, a multi-purpose real estate investment company, funded the acquisition and 
construction of the facility. The lease expires in 2011 and the rent is based on a mix of fixed and variable interest 
rates that is applied against the final amount funded. Upon expiration of the lease, we would expect to either: 
renew the lease arrangement; purchase the facility from the lessor; or remarket the property on behalf of the 
owner. Should we remarket the property on behalf of the owner, the lease agreement provides the lessor with a 
residual value guarantee from us of the sale price of the building. Under accounting principles generally accepted 
in the United States, this arrangement is required to be treated as an operating lease for accounting purposes and 
as a financing for tax purposes. 
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INCOME TAXES 


The provisions for income taxes consist of the following: 


(in millions) 2003 2002 2001 
Current: 
RCT AN 22 acnsesceshe ten nee eee een ea a eae ae $116) $ 4 $63 
BOLD S53. Phe Gee e eee kd Hoek tut wewe boss Rese 47 31 10 
DEAL: Saccuie sce: pleeecena adtene alee oh eee Poe eeteted (28) (2) 9 
3 33 82 
Deferred: 
TSCASC ANS ai cease etneayt Roedeats se tent htc sere a eo usaxd ater stax sicersieeeetley ats 21 62 (61) 
POLCIEN ieee si Gd eh oe dae hbo dhG Ge ee aero ane 7 23 16 
ASE] ene eee ee 19 14 (13) 


47 99 (58) 
bt Gibeuh ea toh One hag Sad a dine aig dank $50 $132 $24 


Total tax provision 


The tax effects of temporary differences and carry-forwards that give rise to significant portions of deferred 
tax assets and liabilities consist of the following: 


(in millions) 2003 2002 
Deferred tax assets: 
Foreign loss carry-forwards ........ 00... cece eee eee eee $305 $305 
Restructuring. 2: 2.3.4Aucobe bho eit date tiie (etait eddoh ee 92 116 
ORer 522 ict dake eRSewRe se RAAT S LaMar Eo ee Oke Ae a Tak 188 191 
585 612 
Valuation allowances, related to foreign loss carry-forwards ........... (294) (295) 
291 317 


Deferred tax liabilities: 
Depreciation and amortization ....... 0.0... e ee eee eee eee (399) (404) 
LIPO teserves. i3.605i4 edad tee eee Medes howd Ba ES (49) (27) 


COUMEE otis Bias ners Bec RE ak Boke teks bk Nao ane de Ge Rag Al de (171) ~=—(169) 
(619) (600) 
Net deferred liabilitiés: -2j...s06 chet iotacieh ards eased ogee Sane a dead eee oes $(328) $(283) 


Deferred tax assets of $30 million at January 31, 2004 and $32 million at February 1, 2003 were included in 
the line item “prepaid expenses and other current assets.” Deferred tax assets, net of valuation allowances, of 
$261 million at January 31, 2004 and $285 million at February 1, 2003 were included in the line item “other 
assets.” Deferred tax liabilities of $81 million at January 31, 2004 and $55 million at February 1, 2003 were 
included in the line item “accrued expenses and other current liabilities.” 
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At January 31, 2004, we had foreign loss carry-forwards available to reduce future taxable income of certain 


foreign subsidiaries. The foreign loss carry-forwards, as well as the related tax benefits associated with the 
foreign loss carry-forwards, will expire as follows: 


(in millions) eens 

Expiration forwards Tax benefit 
Oh 5 VEALS) Sed casgen Sate gots daicang, Genser sRatveG apteetng ah Bi Gudia $177 $ 60 
O= 7 YAS vite ee kee eee hw eee ett daw eee 2 1 
WGC RC CNY. asics bese: ceeeatseaiend ed aan Gratecpaaeaconesads Plaaesouapaeaeda 664 244 

Total \sscaec bahoibivde heehee dkaeoudsin woideande Rhea $843 $305 


Valuation allowances at January 31, 2004 apply to the tax benefit of foreign loss carry-forwards and 
management has concluded that it is more likely than not that these tax benefits will not be realized. 


A reconciliation of the federal statutory tax rate with the effective tax rate follows: 


2003 2002 2001 
Statutory taX Tate. ocd Gece eee toasts bade or eee 35.0% 35.0% 35.0% 
State income taxes, net of federal income tax benefit .................. (6.8) 2:5 (5.9) 
Foreign taxes, net of valuation allowance ...............0.0 cece cues (6.9) (1.8) (32.2) 
Reversal of deferred tax asset... 0.0... ccc ene es — —— (6.5) 
Subpart F mcOmMeé® <. :... ccs. eoda eb enade iad dei d dee bebe bada das 4.5 1.5 5.4 
Amortizationof SOOM WAL ogc ss ke oe ak rae oe A ea anes, See eae —_— — 3.5 
Additions to tax reS€rveS 0.0... cece eee een nees 12.7 (1.8) 29.9 
MET TC taceee 2a Sit ecsafan de oNeste ake aos heboaaan aoe sede deadly shar une eeteaae-tentass (2.0) 1.1 (2.3) 


Effective tax Tate <i 242004 vs tadee hak chad kobe beteeenaaewd 36.5% 36.5% 26.9% 


Annually, management reviews and makes a decision about whether the earnings of several of the 
company’s foreign subsidiaries should be repatriated or indefinitely invested outside the United States. Funds 
that are considered to be indefinitely invested outside of the United States have traditionally been either used by 
the foreign operating companies in their respective businesses or invested in liquid securities. Deferred income 
taxes are not provided on un-remitted earnings of foreign subsidiaries that are invested indefinitely. Exclusive of 
amounts that, if remitted, would result in little or no tax under current United States tax laws, un-remitted 
earnings were approximately $709 million at January 31, 2004. Net income taxes of approximately $130 million 
would be due if these earnings were remitted. 


In the past year, the Internal Revenue Service proposed, and we have agreed to, several adjustments to 
certain deductions claimed in our 1997 to 1999 federal income tax returns. If and when these proposed 
adjustments become final, we will be able to reverse a significant amount of reserves that had been recorded in 
prior years to cover these items and to recognize the tax benefits associated with those items that were resolved 
on a favorable basis. 


STOCK OPTIONS 


We have stock option plans (the “Plans”’) that provide for the granting of options to purchase our common 
stock. The Plans cover our employees and directors and provide for the issuance of non-qualified options, 
incentive stock options, performance share options, performance units, stock appreciation rights, restricted 
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shares, restricted units and unrestricted shares. The Plans provide for a variety of vesting dates with the majority 
of the options vesting approximately three years from the date of grant, 50% over the first two years, and the 
remaining 50% over three years. Options granted to directors are exercisable one-third on a cumulative basis 
commencing on the third, fourth, and fifth anniversaries from the date of the grant. 


The exercise price per share of all options granted has been the average of the high and low market price of 
our common stock on the date of grant. Generally, options expire ten years from the date of grant. 


At January 31, 2004, an aggregate of 46.5 million shares of authorized common stock were reserved for all 
of the Plans noted above, including 1.1 million shares reserved for the future issuance of restricted shares, 
restricted units, performance units, unrestricted shares and 1.6 million shares reserved for the restricted shares of 
units granted but not yet vested. Of these amounts, 10.2 million shares were available for future grants. All 
outstanding options expire at dates ranging from November 4, 2004 to November 5, 2013. 


Stock option transactions are summarized as follows: 


Shares Weighted average 
(in millions) Exercise price per share exercise price 

Outstanding at February 3, 2001 ........... 24.7 $10.25 - $40.94 $18.36 
GT ANTE xsi Sane tiiy act aedegcdcarand autos Roaatiavehak os 8.6 15.53 - 38.36 28.03 
EXEIGIS€d 4.2.3.5.00ad. 505088 decd eae h da (1.1) 14.63 - 25.44 16.21 
Canceled: 5. sciéac.scapacd tie toate 9 Slee Peetargece soadn, (1.6) 11.50- 39.88 24.26 
Outstanding at February 2, 2002 ........... 30.6 $10.25 - $40.94 $20.39 
Granted iets gareadee seared weed ercaes ween 6.0 9.83- 20.41 20.08 
Exercised ¢ iiad-oeiad pea eedebeade ee eo% — —- — 

Canceled gas ccaciad eh dics ORS REY OPO RE (4.0) 10.25 - 38.19 19.62 
Outstanding at February 1, 2003 ........... 32.6 $ 9.83 - $40.94 $20.43 
Granted) 24.56d00.08 bea wore PEGs oe ee a7 8.25- 14.54 8.35 
j Bo) (01 so 6 ee (0.5) 8.25 - 11.97 8.35 
Canceled ois sidcax ad eedaw odes deen’ (4.2) 8.25- 40.94 19.86 
Outstanding at January 31, 2004 ........... BERS $ 8.25 - $38.56 $18.61 


The following table summarizes information about stock options outstanding at January 31, 2004: 


Outstanding Exercisable (Vested) 
Number of Weighted average Number of 

Range of options remaining years Weighted average options Weighted average 
exercise prices (in millions) — of contractual life exercise price (in millions) exercise price 
$ 8.25-$11.88 .............. 5.7 8 $ 8.89 3.2 $ 9.36 
$12.00 - $17.35 ..........000. 6.2 6 15.38 6.1 15.39 
$18.16 -$24.94 .............. 14.5 6 19.76 11.8 19.64 
$25.30 —$29.31 .............. 6.4 6 25.85 6.4 25.85 
$30.56 — $38.56 .........0000 0.8 4 34.43 0.8 34.43 
Outstanding at January 31, 

QOO4 ech vale cveee ote an oe hace 33) 6 $18.61 8.3 $19.37 
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Options exercisable and the weighted-average exercise prices were 28.3 million and $19.37 in 2003; 22.6 
million and $20.07 in 2002; and 16.1 million and $20.74 in 2001. 


Toysrus.com had approximately 10.5 million and 11.3 million stock options outstanding to both employees 
and non-employees of the company at January 31, 2004 and February 1, 2003, respectively. This represents 
approximately 10.5% and 11.3% of the authorized common stock of Toysrus.com in 2003 and 2002. These 
outstanding options, with exercise prices ranging between $0.30 and $2.25 per share, entitle each option holder 
the right to purchase one share of the common stock of Toysrus.com. 


We utilize a restoration feature to encourage the early exercise of certain options and retention of shares, 
thereby promoting increased employee ownership. This feature provides for the grant of new options when 
previously owned shares of company stock are used to exercise existing options. Restoration option grants are 
non-dilutive, as they do not increase the combined number of shares of company stock and options held by an 
employee prior to exercise. The new options are granted at a price equal to the fair market value on the date of 
the new grant and generally expire on the same date as the original options that were exercised. 


REPLACEMENT OF CERTAIN STOCK OPTION GRANTS WITH RESTRICTED STOCK 


In 2000, we authorized the exchange of certain stock options having an exercise price above $22 per share for 
an economically equivalent grant of restricted stock. The exchange, which was voluntary, replaced approximately 
14.4 million options with approximately 1.7 million restricted shares. Shares of restricted stock resulting from the 
exchange vested over a period of three years. One-half of the grant vested on April 1, 2002 and the remainder vested 
on April 1, 2003. Accordingly, we recognized compensation expense throughout the vesting period of the restricted 
stock. In 2003, compensation expense was minimal since the vesting period ended. We recorded $3 million and $8 
million in compensation expense related to this restricted stock in 2002 and 2001, respectively. 


PROFIT SHARING PLAN 


We have a profit sharing plan with a 401(k) salary deferral feature for eligible domestic employees. The 
terms of the plan call for annual contributions by the company as determined by the Board of Directors, subject 
to certain limitations. The profit sharing plan may be terminated at our discretion. Provisions of $27 million, $34 
million, and $46 million have been charged to earnings in 2003, 2002 and 2001, respectively. 


TOYSRUS.COM 


Toysrus.com operates three co-branded on-line stores under a strategic alliance with Amazon.com, Inc. 
These on-line stores sell toys, collectible items, and video games through the Toysrus.com website; baby 
products through the Babiesrus.com website; and learning and information products through the 
Imaginarium.com website. Under this alliance, which expires in 2010, Toysrus.com and Amazon.com, Inc. are 
responsible for specific aspects of the on-line stores. 


Toysrus.com is responsible for: Amazon.com, Inc. is responsible for: 
e Merchandising ¢ Website development 
¢ Marketing ¢ Order fulfillment 
¢ Content for the co-branded stores ¢ Customer service 
¢ Identifying, buying, owning, and managing ¢ Storage of Toysrus.com inventory in 
the inventory Amazon.com, Inc.’s United States 


distribution centers. 
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Amazon.com, Inc. also provides certain website services for our on-line sports merchandise store 
(Sportsrus.com) that has been operating since September 2003. An unrelated third party handles order fulfillment 
for Sportsrus.com and a separate unrelated third party handles order fulfillment for Personalizedbyrus.com. 


We recognize revenue for Toysrus.com at the point in time when merchandise is shipped to guests, in 
accordance with the shipping terms (FOB shipping point) that exist under the agreement with Amazon.com, Inc. 


On November 1, 2003, Toysrus.com sold its entire 55% investment in the common stock of Toysrus.com — 
Japan to Toys “R” Us — Japan for $3 million and the assumption of net liabilities of $10 million. In conjunction 
with this transaction, we recognized a non-operating gain, after minority interest, of $3 million ($2 million, net of 
tax) in the third quarter of 2003. Prior to this transaction, the financial statements of Toysrus.com — Japan were 
consolidated with the financial statements of Toysrus.com. As a result of this transaction, Toys “R” Us — Japan 
owns 100% of the outstanding shares of Toysrus.com — Japan, and accordingly, Toys “R” Us — Japan now 
consolidates the financial statements of Toysrus.com — Japan. This transaction had no impact on our agreement 
with Amazon.com, Inc. 


In February 2000, we entered into an agreement with SOFTBANK that included an investment of $60 


million by SOFTBANK in Toysrus.com. Accordingly, we record a 20% minority interest in the net losses of 
Toysrus.com in SG&A. 
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SEGMENTS 


Our reportable segments are Toys “R” Us — U.S., which operates toy stores in 49 states and Puerto Rico; 
Toys “R” Us — International, which operates, licenses or franchises toy stores in 30 foreign countries; Babies 
“R” Us, which operates stores in 38 states; Kids “R” Us, which operates stores in 15 states and will close all 
stores in 2004; and Toysrus.com, our internet subsidiary. 


Information on segments and reconciliation to earnings before income taxes, are as follows: 


cee ee, 
Net sales 
Toys “R’ Us US... o4ccscaa da pone yoda aetna aoa Benes ae eaten ees $ 6,476 $ 6,755 $ 6,877 
Toys “R” Us — International ... 2... . eee eee 2,528 2,161 1,889 
Babies: OR WS. asc0.c54. ausce aie Rss hcl pha Ee ORE Dee afbeed WE Gee ack 1,763 1,595 1,421 
TOYSTUS.COM: «226 Cok wig beds GA Oh ed ee een Meda oe 376 340 277 
Kd Se RR Songs ace caecteisy sees nde s- coats acease nti Shee oie psiehene doa ale an eeonen tag peeeciea 423 454 555 
LOCA, oes de Et ies hcg teed Ste de eee hide Be Ge RA onde eee alae $11,566 $11,305 $11,019 
Operating earnings / (loss) 
Toys R” Us = U.S... secre. b gas Geel eed eee as Here al dw eaes $ 119 $ 275 $ 308 
Toys “R” Us =Intermatiomal o..25.0 3.2554 acccsbiardie he otaca whee! 8 Gide posed ce Raa 173 160 131 
Babies Re US" 2. ei65b 3.9 6 dna aetea dre eich bb Cine ay here ee ROD aoe Sd wives 202 174 138 
Toysrus.com, net of minority interest ...... 0... eee eee eee (18) (37) (76) 
Kad SAR) SOD oie c Ae da ca estes mccesoe sar hace ke cioe eed a ghviae eka anata (65) (26) (30) 
Other) oy gc sce 5h Aeon, See sions DoH EES a RSS Oe eS dU Sea es (64) (75) (85) 
Restructuring and other charges ...... 0.0... cece eee ee eee ee (85) — (186) 
Operating eames: &6i5.6: 4 dtwaidcbue. ectose gute ne phew ois Mendes Queene ede dee 262 471 200 
Interest EXPENSE, NEt 22:2 dostea nas ww eeee sie eek, ee ded og Ne whan h aie (127) (110) (109) 
Gain from sale of Toysrus.com — Japan ........ 0.0.00. c eee eee eee ee 3 — — 
Harninies DEfOre INCOMENAKES weed ea weed gee eee e eiGaee pea be eee oe $ 138 $ 361 $ 91 
Identifiable assets 
Toys “R’Us:2 U.S: coteiaaks tate set eas ieee ene eens oh ad eet wanes $ 5,068 $ 5,217 $ 5,441 
Toys “R” Us — International ... 0... 0... cece eee 1,581 1,430 1,146 
Babies Ro US 5.353 steeds aencceghacbcsea nice, ond dhdea dois a oes plata oe gure Segndhae cas 1,151 1,078 893 
TOYSTUS.COM: 5:0.cb ea ead wag yee ead aaa ated een eR eke Renu 55 58 84 
FD RY Sores sete s sec ap cate grt seca ecata sooo ok give deena ea aca ac act Stents Sohuanoe MES 212 394 448 
MNGT Os 25. rsted see hak aes eee een 9 RIE MEAs VON Ge OKA 2.4 ays 2,151 1,220 64 
Mi@bANS Seresre voce aj aeavadigy acer acess atte cepeelennaya te eave ate tase teat eatesnetare Docsvantia sa thas siosesiarmaetiaia $10,218 $ 9,397 $ 8,076 
Depreciation and amortization 
BOYS Re WS WES 5. A, 6 ss sctacnld-bacuadnece ua eis ie Goad ws eich eae ehbcead) doh eadunltaeiays $ 183 $ 177 $ 166 
Toys “R” Us — International .... 2.2... ee ee eee 58 49 41 
Babies “RUS : ei s4.s eda kdategtlne ed S44 oan AO Reale Raa sH aoe s 26 24 29 
TOYSIUS:COML & 2 2c:k.oariened ich ea ee eR was Rekay ee sale ie oe ee ey RENN eS 2 4 6 
Kids “RUS: 20-6 sdarcidoteses necator eieoet a hamaeab baaemenw sacs s 39 17 20 
NM ST ste artstiltd eerie des dtc neuter ap ee sleek ss Se gpa ash teens. a kasi ences | 40 46 46 
TOtAl, 25,8 deste aah ee watt eG nieces he candies vera ete ee, eae eee $ 348 $ 317 $ 308 


© — Includes markdowns of $49 million and accelerated depreciation of $24 million in 2003 related to the 
closing of all stores. 

) Includes corporate expenses, the operating results of Toy Box, and the equity in net earnings of Toys “R” 
Us — Japan. 

G3) Includes cash and cash equivalents and other corporate assets. 
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COMMITMENTS AND CONTINGENCIES 


Our consolidated balance sheets contain carrying amounts for certain assets and liabilities that are based on 
estimates and assumptions. Certain of these estimates are related to loss contingencies, recoverability of assets, 
and to other potential obligations for which we are contingently liable. Such estimates include self-insured risks, 
litigation reserves, disputed amounts with vendors, tax and other amounts subject to routine audit by federal, and 
state revenue authorities. We believe our related reserves are adequate to cover all probable and estimable loss 
exposures at January 31, 2004. 


We file unclaimed property returns as required by law. In certain jurisdictions, the rules concerning proper 
treatment of unclaimed properties are ambiguous. In 2003, four states commenced an audit of our unclaimed 
property returns using contingent fee, third-party auditors. We are not yet able to estimate the magnitude of the 
potential unclaimed property liabilities, if any. 


We are exposed to other claims and litigation arising out of the ordinary course of business. We believe the 
currently identified claims and litigation will not have a material adverse effect on our consolidated financial 
statements. 


RECENT ACCOUNTING PRONOUNCEMENTS 


At the November 2003 EITF meeting, a consensus was reached on EITF Issue 03-10, “Application of EITF 
Issue No. 02-16, “Accounting by a Customer (Including a Reseller) for Certain Consideration Received from a 
Vendor,’ by Resellers to Sales Incentives Offered to Consumers by Manufacturers” (EITF 03-10). EITF 03-10 
applies to coupon arrangements entered into or modified after November 25, 2003 and we must adopt these 
provisions beginning in our 2004 fiscal year. Our sales in 2004 will be recorded net of coupons that we redeem. The 
transition provisions for EITF 03-10 provide for restatement of our comparable fiscal 2003 consolidated financial 
statements only. Therefore, our 2003 consolidated financial statements for the full year, when reported for 
comparative purposes in 2004, will reflect a reclassification reducing net sales by approximately $250 million. 


In those instances where we receive specific vendor reimbursement for coupons related to special 
promotions and meet the requirements of EITF 03-10, we will recognize the related reimbursement as an offset 
to coupon expense in cost of sales. All other vendor reimbursements will be recorded as a reduction of product 
costs as required by both EITF 03-10 and EITF 02-16. During 2003, certain of our vendor reimbursements would 
not have met the requirements of EITF 03-10 for direct offset. Accordingly, approximately $42 million will 
reduce operating earnings when we restate our 2003 financial statements as part of compliance with the reporting 
requirements of EITF 03-10 in 2004, as such amounts will be included as a reduction to product cost. During 
2004, we expect that some of our vendor reimbursements for coupons will meet the new requirements of 
EITF 03-10 and will thus allow for direct offset. Therefore, we anticipate that a lesser amount of these coupon 
allowances will be treated as a reduction of product cost in our 2004 financial statements. EITF 03-10 will have 
no impact on our cash flows during 2004. 


In April 2003, the FASB issued Statement No. 149, “Amendment of Statement No. 133 on Derivative 
Instruments and Hedging Activities” (SFAS No. 149). This Statement amends and clarifies financial accounting 
and reporting for derivative instruments, including certain derivative instruments embedded in other contracts 
and for hedging activities under SFAS No. 133. The provisions of this Statement are effective for all derivatives 
and hedging activity that we enter into after June 30, 2003. The adoption of this Statement had no material 
impact on our consolidated financial statements. 


In 2002, the EITF reached a consensus on Issue 02-16, which considers vendor allowances as a reduction of 
product cost that should be recognized as a reduction of cost of sales as merchandise is sold, unless certain 
restrictive provisions are met. EITF 02-16 was effective for all new arrangements, or modifications to existing 
arrangements, beginning after December 31, 2002. Beginning in 2003, we began to treat cooperative advertising 
arrangements as a reduction of product cost. The implementation of the provisions of EITF 02-16 unfavorably 
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impacted the results for 2003 by $50 million ($32 million, net of tax), or by $0.15 per diluted share. The 
implementation of the provisions of EITF 02-16 had no impact on our consolidated statements of cash flows. Our 
prior year consolidated financial statements have not been restated as part of the adoption of EITF 02-16, since 
the provisions of EITF 02-16 did not permit restatement. The implementation of EITF 02-16 impacted our 
quarterly results throughout 2003. Refer to Item 7. Management’s Discussion and Analysis of Financial 
Condition and Results of Operations beginning on Page 15 for more details on the impact of implementing EITF 
02-16. 


In December 2003, the FASB issued Interpretation No. 46 (revised December 2003) (“FIN 46 (R)”), 
“Consolidation of Variable Interest Entities.” FIN 46 (R) replaces FIN 46 that was issued in January 2003 and 
implementation is required in our consolidated financial statements for our interests in Variable Interest Entities 
(VIEs). Implementation of the provisions of FIN 46 (R) is effective for the first reporting period after March 15, 
2004. FIN 46 (R) requires the consolidation of entities that are controlled by a company through interests other 
than voting interests. Under the requirements of this interpretation, an entity that maintains a majority of the risks 
or rewards associated with VIEs, also known as Special Purpose Entities, is viewed to be effectively in the same 
position as the parent in a parent-subsidiary relationship. Our Global Store Support Center headquarters facility 
located in Wayne, New Jersey is leased through a synthetic lease arrangement from unrelated third parties 
arranged by a multi-purpose real estate investment company that we do not control. In addition, we do not have 
the majority of the associated risks or rewards. Accordingly, we believe that FIN 46 (R) will have no impact on 
the accounting for the synthetic lease for this facility. The synthetic lease is detailed in the Note to Consolidated 
Financial Statements entitled “LEASES.” 


We have determined that we have not created or entered into any VIEs that would require consolidation by 
us. We believe the adoption of the provisions of FIN 46 (R) in the first quarter of 2004 will have no impact on 
our results of operations, cash flows or financial position. 


In November 2002, the FASB issued Interpretation No. 45, “Guarantor’s Accounting and Disclosure 
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others” (FIN 45), which imposes 
new disclosure and liability-recognition requirements for financial guarantees, performance guarantees, 
indemnifications, and indirect guarantees of the indebtedness of others. FIN 45 requires certain guarantees to be 
recorded at fair value. This treatment is different from previous practice, where a liability would typically be 
recorded only when a loss was probable and reasonably estimable. The initial recognition and measurement 
provisions are applicable on a prospective basis to guarantees issued or modified after December 31, 2002. 

FIN 45 also requires additional disclosures, even when the likelihood of making any payments under the 
guarantee is remote. The disclosure requirements are effective for interim and annual periods after December 15, 
2002. The adoption of FIN 45 did not have a material impact on our consolidated financial statements. 


In July 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal 
Activities” (SFAS No. 146), which addresses the recognition, measurement, and reporting of costs associated 
with exit or disposal activities and supersedes EITF No. 94-3, “Liability Recognition for Certain Employee 
Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring)” 
(EITF 94-3). The fundamental difference between SFAS No. 146 and EITF 94-3 is the requirement that a 
liability for a cost associated with an exit or disposal activity be recognized when the liability is incurred rather 
than at the date an entity commits to an exit plan, which by itself, does not create an obligation that meets the 
definition of a liability. SFAS No. 146 also requires that the initial measurement of a liability be recorded at fair 
value. The provisions of this statement are effective for exit or disposal activities that are initiated after 
December 31, 2002, with early application encouraged. Our store closings and other restructuring activities 
announced on November 17, 2003 were accounted for and disclosed in accordance with SFAS No. 146. Refer to 
Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations on Page 19 and 
within the Notes to Consolidated Financial Statements for more details. 
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Report of Management 


Responsibility for the integrity and objectivity of the financial information presented in this Annual Report 
on Form 10-K resides with the management of Toys “R” Us, Inc. The accompanying financial statements have 
been prepared from accounting records which management believes fairly and accurately reflect the operations 
and financial position of the company. 


Management has established a system of internal controls to provide reasonable assurance that assets are 
maintained and accounted for in accordance with its policies and that transactions are recorded accurately on the 
company’s books and records. Our disclosure controls provide reasonable assurance that appropriate information 
is accumulated and communicated to senior management to allow decisions regarding accurate, complete and 
timely financial disclosure. 


Our comprehensive internal audit program provides for constant evaluation of the adequacy of the 
adherence to management’s established policies and procedures. Our company has distributed to all employees 
its policies for conducting business affairs in a lawful and ethical manner. 


The Audit Committee of the Board of Directors, which is comprised solely of outside directors, provides 
oversight to the financial reporting process through periodic meetings with our independent auditors, internal 
auditors, and management. 


Our financial statements have been audited by Ernst & Young LLP, our independent auditors, in accordance 
with auditing standards generally accepted in the United States, including a review of financial reporting matters 
and internal controls to the extent necessary to express an opinion on our consolidated financial statements. 


John H. Eyler, Jr. 

Chairman of the Board, President and 
Chief Executive Officer 

March 3, 2004 
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Report of Independent Auditors 


The Board of Directors and Stockholders 
Toys “R” Us, Inc. 


We have audited the accompanying consolidated balance sheets of Toys “R” Us, Inc. and subsidiaries as of 
January 31, 2004 and February 1, 2003, and the related consolidated statements of earnings, stockholders’ equity 
and cash flows for each of the three years in the period ended January 31, 2004. These financial statements are 
the responsibility of the company’s management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 


We conducted our audits in accordance with auditing standards generally accepted in the United States. 
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion. 


In our opinion, the financial statements referred to above present fairly, in all material respects, the 
consolidated financial position of Toys “R” Us, Inc. and subsidiaries at January 31, 2004 and February 1, 2003, 
and the consolidated results of their operations and their cash flows for each of the three years in the period 
ended January 31, 2004, in conformity with accounting principles generally accepted in the United States. 


As discussed in the note entitled “Recent Accounting Pronouncements,” the company adopted the 
provisions of EITF 02-16, “Accounting by a Customer (Including a Reseller) for Certain Consideration Received 
from a Vendor,” effective February 2, 2003. Also, as discussed in the note entitled “Goodwill,” the company 
adopted SFAS No. 142, “Goodwill and Other Intangible Assets,” effective February 3, 2002. 


Ganet + a 


Ernst & Young LLP 
New York, New York 
March 3, 2004 
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QUARTERLY RESULTS OF OPERATIONS 


(Amounts in millions, except per share data) 


The following table sets forth certain unaudited quarterly financial information: 


First Second Third Fourth 
Year Ended January 31, 2004 Quarter Quarter Quarter Quarter 
Net Sales... 0... ec cence cece ene aes $2,170 $2,138 $2,321 $4,937 
Gross: Maren 5.6 6:64.66 cit Meds chee eae eid nes 750 737 780 1,450 
Net (Loss) / Earnings <2. cccseses tines sete nea aes (7) (11) (38) 144 
Basic (Loss) / Earnings per Share .............-.2.000- $(0.03) $(0.05) $(0.18) $ 0.67 
Diluted (Loss) / Earnings per Share .................-5. $(0.03) $(0.05) $(0.18) $ 0.67 

First Second Third Fourth 
Year Ended February 1, 2003 Quarter Quarter Quarter Quarter 
INGE SaleSecscd gee ecd ach eee ssh a seRieeh somes Ge a eee e i ieeeresdetaune $2,095 $2,070 $2,271 $4,869 
Gross: Maren: 4 cccnc0c40 toe edeedeehenesutie dees 682 670 722 1,432 
Net (Loss) /Earmings ......... 0. cece eee c cree cence (4) (17) (28) 278 
Basic (Loss) / Earnings per Share .............2.2.000- $(0.02) $(0.08) $(0.13) $ 1.31 
Diluted (Loss) / Earnings per Share ..................-5. $(0.02) $(0.08) $(0.13) $ 1.30 


Individual financial statements of the registrant’s subsidiaries are not furnished because consolidated 
financial statements are furnished. All of our subsidiaries currently are at least 80%-owned. 


Financial statements of our unconsolidated investee (refer to the section “Toys “R” US — International” in 


Item | beginning on page 3) are not furnished because the investee is not considered a “significant subsidiary” as 
defined in Regulation S-X. 
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSURE 


None. 


ITEM 9A. CONTROLS AND PROCEDURES 


As of January 31, 2004, we carried out an evaluation, under the supervision and with the participation of our 
principal executive officer and principal financial officer, of the effectiveness of the design and operation of our 
disclosure controls and procedures pursuant to Rules 13a- 15 (e) and 15d -15 (e) under the Securities Exchange 
Act of 1934. Based on this evaluation, our principal executive officer and our principal financial officer 
concluded that our disclosure controls and procedures are effective in timely alerting them to material 
information required to be included in our SEC periodic reports. It should be noted that the design of any system 
of controls is based in part upon certain assumptions about the likelihood of future events, and there can be no 
assurance that any design will succeed in achieving its stated goals under all potential future conditions, 
regardless of how remote. There have been no material changes in our internal controls over financial reporting 
(as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) during the fiscal quarter 
ended January 31, 2004 that have affected, or are reasonably likely to affect our internal control over financial 
reporting. 


58 


PART III 


ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT 


Information regarding directors who are standing for re-election is set forth in the section “Proposals on 
which You May Vote — Directors’ Proposal to Elect Directors” in the 2004 Proxy Statement and is incorporated 
herein by reference. 


Information regarding our executive officers is included under “Executive Officers of the Registrant” in 
Part I of this Report and is incorporated herein by reference. 


Information regarding Section 16 reporting compliance is included under “Securities Ownership of 
Directors and Executive Officers — Section 16 (a) Beneficial Ownership Reporting Compliance” in our 2004 
Proxy Statement and is incorporated herein by reference. 


Information regarding our code of ethics applicable to our Chief Executive Officer and our senior financial 
officers, known as the Toys “R” Us, Inc.’s Chief Executive Officer and Senior Financial Officers Code of Ethics, 
is included in the section “Corporate Governance and Board Matters — Statement on Corporate Governance” in 
our 2004 Proxy Statement and is incorporated herein by reference. 


Information regarding our Audit Committee is set forth in the section “Corporate Governance and Board 
Matters — Audit Committee” in the 2004 Proxy Statement and is incorporate herein by reference. 


ITEM 11. EXECUTIVE COMPENSATION 


Information regarding executive compensation is set forth in the section “Executive Compensation” in our 
2004 Proxy Statement and is incorporated herein by reference. Information concerning director compensation is 
set forth in the section “Corporate Governance and Board Matters — Directors’ Compensation” in our 2004 Proxy 
Statement and is incorporated herein by reference. 


ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 


Information with respect to security ownership of certain beneficial owners and management is set forth in 
sections “Questions and Answers — Question 15. Does any stockholder own five percent or more of the 
Company’s Common Stock” and “Securities Ownership of Directors and Executive Officers” in our 2004 Proxy 
Statement and is incorporated herein by reference. 


ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 


Information regarding certain relationships and related transactions is set forth in section “Certain 
Relationships and Related Transactions” in our 2004 Proxy Statement and is incorporated herein by reference. 


ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES 


Information regarding principal accountant fees and services is set forth in section “Independent Auditors” 
in our 2004 Proxy Statement and is incorporated herein by reference. 
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PART IV 


ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K 


(a) 


(b) 


(c) 


Financial Statements 


(1) The financial statements required to be filed as part of this report are set forth in Item 8 of Part I] of this 
report. 


(2) Financial Statement Schedules have been omitted because they are either inapplicable, not required, or 
the information is included elsewhere in the financial statements or notes thereto. 


(3) Exhibits. See Item (c) below. 


Reports on Form 8-K 


On November 5, 2003, we filed a Current Report on Form 8-K, announcing the retirement of Louis 
Lipschitz as our Executive Vice President — Chief Financial Officer. 


On November 17, 2003, we filed a Current Report on Form 8-K related to our plans to close the 146 
free-standing Kids “R” Us and the 36 free-standing Imaginarium stores as well as three distribution centers 
that support these stores. Under the Form 8-K, we also furnished (not filed) the press release announcing our 
results of operation for the third quarter ended November 1, 2003. 


On January 8, 2004, we furnished (not filed) a Current Report on Form 8-K related to a press release 
announcing our sales for the nine-week holiday period ended January 3, 2004. 


Exhibits required by Item 601 of Regulation S-K 


The information required by this item is incorporated herein by reference from the Index to Exhibits 
beginning on Page 62 of this report on Form 10-K. We will furnish to any stockholder, upon written request, 
any exhibit listed in the accompanying Index to Exhibits upon payment by such stockholder of our 
reasonable expenses in furnishing any such exhibit. Written requests should be sent to Investor Relations, 
Toys “R” Us Inc., One Geoffrey Way, Wayne, New Jersey 07470. 
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SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant 
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized. 


TOYS “R” US, INC. 
(Registrant) 


/s/_ JOHN H. EYLER, JR. 


John H. Eyler, Jr. 
Chairman of the Board, 
President and Chief Executive Officer 


Date: April 14, 2004 


Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by 
the following persons on behalf of the registrant and in the capacities indicated on the 14th day of April 2004. 


Signature Title 
/s/ JOHN H. EYLer, JR. Chairman of the Board, President and Chief 
John H. Eyler, Jr. Executive Officer (Principal Executive Officer) 
/s/_ DorvIN D. LIVELY Senior Vice President — Corporate Controller 
Dorvin D. Lively (Principal Accounting Officer and Principal 


Financial Officer) 


z= Director 
RoAnn Costin 


* Director 
Roger N. Farah 


* Director 


Peter A. Georgescu 


7 Director 
Cinda A. Hallman 


7 Director 
Calvin Hill 
= Director 
Nancy Karch 
m Director 


Norman S. Matthews 


Director 


Arthur B. Newman 


Director 


Frank R. Noonan 


The foregoing constitutes all of the Board of Directors and the Principal Executive, Financial and 
Accounting Officers of the Registrant. 


*By /s/ JOHN H. EYLER, JR. 


John H. Eyler, Jr., 
Attorney-In-Fact 
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INDEX TO EXHIBITS 


The following is a list of all exhibits filed as part of this Report: 


Exhibit No. 
3.1 


3.2 


4.1 


4.2 


4.3 
4.4 


4.5 


4.6 


4.7 


4.8 


4.9 


4.10 


4.11 


Document 


Restated Certificate of Incorporation of the Registrant (filed as Exhibit 3.1 to the Registrant’ s 
Form 8-B, filed on January 3, 1996 and incorporated herein by reference). 


Amended and Restated By-Laws of the Registrant (filed as Exhibit 3.2 to the Registrant’s Form 
10-Q, filed on May 3, 2003 and incorporated herein by reference). 


Form of Common Stock Certificate (filed as Exhibit 4.3 to Amendment No. 2 to the Registrant’ s 
Registration Statement on Form S-3, No. 333-84258, filed on May 13, 2002 and incorporated 
herein by reference). 


Amended and Restated Rights Agreement, dated as of April 16, 1999, by and between the 
Registrant and American Stock Transfer & Trust Company (filed as Exhibit | to the Registrant’s 
Current Report on Form 8-K, dated April 16, 1999 and incorporated herein by reference). The 
Rights Agreement includes the form of Rights Certificate (as Exhibit A thereto) and the Summary 
of Rights to Purchase Common Stock (as Exhibit B thereto). 


Amendment dated as of June 3, 2002 to Amended and Restated Rights Agreement (filed as 
Exhibit 1 to the Registrant’s Quarterly Report on Form 10-Q, dated June 17, 2002 and 
incorporated herein by reference). 


Form of Rights (included in Exhibit 4.2 above). 


Form of Indenture between the Registrant and Fleet Bank, as trustee, pursuant to which securities 
in one or more series up to $300,000,000 in principal amount may be issued by the Registrant 
(filed as Exhibit 4 to the Registrant’s Registration Statement on Form S-3, No. 33-42237, filed on 
August 31, 1991 and incorporated herein by reference). 


Form of Registrant’s 87/4% Debentures due 2021 (filed as Exhibit 4 to the Registrant’s Current 
Report on Form 8-K, dated August 29, 1991 and incorporated herein by reference). 


Indenture, dated July 24, 2001, between the Registrant and The Bank of New York, as trustee 
(filed as Exhibit 4.1 to the Registrant’s Registration Statement on Form S-4, No. 333-73800 filed 
on November 20, 2001 and incorporated herein by reference). 


Form of Registrant’s 6.875% Notes due 2006 and form of Registrant’s 7.25% Notes due 2011 
(filed as Exhibit 4.1 to the Registrant’s Registration Statement on Form S-4, No. 333-73800, filed 
on November 20, 2001 and incorporated herein by reference). 


Form of Registrant’s 7.875% Notes due 2013 (filed as Exhibit 4.2 to the Registrant’s Current 
Report on Form 8-K, filed on April 8, 2003 and incorporated herein by reference). 


Form of Registrant’s 7.375% Notes due 2018 (filed as Exhibit 4.1 to the Registrant’s Current 
Report on Form 8-K, filed on September 22, 2003 and incorporated herein by reference). 


Purchase Contract Agreement dated as of May 28, 2002 between the Registrant and The Bank of 
New York, as purchase contract agent (filed as Exhibit 4.11 to the Post-Effective Amendment to 
the Registrant’s Registration Statement on Form S-3, No. 333-84254, filed on May 28, 2002 and 
incorporated herein by reference). 


Certificate representing the Registrant’s Equity Security Units (filed as Exhibit 4.12 to the Post- 
Effective Amendment to the Registrant’s Registration Statement on Form S-3, No. 333-84254, 
filed on May 28, 2002 and incorporated herein by reference). 
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Exhibit No. 
4.12 


4.13 


4.14 


4.15 


4.16 


4.17 


4.18 


4.19 


4.20 


4.21 


Document 


Indenture, dated as of May 28, 2002, between the Registrant and The Bank of New York, as 
trustee (filed as Exhibit 4.13 to the Post-Effective Amendment to the Registrant’s Registration 
Statement on Form S-3, No. 333-84254, filed on May 28, 2002 and incorporated herein by 
reference). 


First Supplemental Indenture, dated as of May 28, 2002, between the Registrant and The Bank of 
New York, as trustee (filed as Exhibit 4.14 to the Post-Effective Amendment to the Registrant’ s 
Registration Statement on Form S-3, No. 333-84254, filed on May 28, 2002 and incorporated 
herein by reference). 


Certificate representing the Registrant’s Senior Note issued in connection with Registrant’s Equity 
Security Units (filed as Exhibit 4.15 to the Post-Effective Amendment to the Registrant’s 
Registration Statement on Form S-3, No. 333-84254, filed on May 28, 2002 and incorporated 
herein by reference). 


Pledge Agreement, dated as of May 28, 2002 among the Registrant, JPMorgan Chase Bank, as 
collateral agent, custodial agent and securities intermediary and The Bank of New York, as 
purchase contract agent (filed as Exhibit 4.16 to the Post-Effective Amendment to the Registrant’s 
Registration Statement on Form S-3, No. 333-84254, filed on May 28, 2002 and incorporated 
herein by reference). 


Five-Year Credit Agreement, dated as of September 19, 2001, among the Registrant, the lenders 
party thereto, The Bank of New York, as Administrative Agent, Citibank, N.A., and J.P. Morgan 
Chase, as Co-Syndication Agents, and Credit Suisse First Boston, First Union National Bank, The 
Dai-Ichi Kangyo Bank, Ltd. and Societe General, as Co-Documentation Agents, and BNY Capital 
Markets, Inc., as Lead Manager and Book Manager (filed as Exhibit 4(vi) to the Registrant’s 
Annual Report on Form 10-K for the year ended February 2, 2002 and incorporated herein by 
reference). 


Amendment No. | to the Five-Year Credit Agreement, dated as of May 16, 2002 (filed as Exhibit 
4.1 to the Registrant’s quarterly report on Form 10-Q for the quarterly period ended November 2, 
2002 and incorporated herein by reference). 


Amendment No. 2 to the to the Five-Year Credit Agreement, dated as of August 26, 2002 (filed as 
Exhibit 4.2 to the Registrant’s quarterly report on Form 10-Q for the quarterly period ended 
November 2, 2002 and incorporated herein by reference). 


364-Day Credit Agreement, dated as of September 19, 2001, among the Registrant, the lenders 
party thereto, The Bank of New York, as Administrative Agent, Citibank, N.A., and J.P. Morgan 
Chase, as Co-Syndication Agents, and Credit Suisse First Boston, First Union National Bank, The 
Dai-Ichi Kangyo Bank, Ltd. and Societe General, as Co-Documentation Agents, and BNY Capital 
Markets, Inc., as Lead Manager and Book Manager (filed as Exhibit 4(vii) to the Registrant’s 
Annual Report on Form 10-K for the year ended February 2, 2002 and incorporated herein by 
reference). 


Amendment No. | to the 364-Day Credit Agreement, dated as of May 16, 2002 (filed as Exhibit 
4.3 to the Registrant’s quarterly report on Form 10-Q for the quarterly period ended November 2, 
2002 and incorporated herein by reference). 


Amendment No. 2 to 364-Day Credit Agreement, dated as of August 26, 2002 (filed as Exhibit 4.3 
to the Registrant’s quarterly report on Form 10-Q for the quarterly period ended November 2, 
2002 and incorporated herein by reference). 
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Exhibit No. 


4.22 


4.23 


4.24 


4.25 


10.1* 


10.2* 


10.3* 
10.4 


Document 


Amendment No. 3, dated as of May 22, 2003 to the 364 Day Credit Agreement, dated as of 
September 19, 2001, among the company, the Lenders party thereto, Citibank, N.A., JPMorgan 
Chase Bank and Barclays Bank PLC, as Co-Syndication Agents, Credit Suisse First Boston, 
Cayman Islands Branch, Wachovia Bank, National Association, and Société Générale, as 
Co-Documentation Agents, and The Bank of New York, as Administrative Agent. (filed as 
Exhibit 4.2 to the Registrant’s Form 10-Q for the quarter ended May 3, 2003 and incorporated 
herein by reference). 


Lease Agreement dated as of September 26, 2001 between First Union Development Corporation, 
as Lessor, and the Registrant, as Lessee (filed as Exhibit 4(viii) to the Registrant’s Annual Report 
on Form 10-K for the year ended February 2, 2002 and incorporated herein by reference). 


Participation Agreement dated as of September 26, 2001 among the Registrant, as the 
Construction Agent and as the Lessee, First Union Development Corporation, as the Borrower and 
as the Lessor, the various financial institutions and other institutional investors which are parties 
thereto from time to time, as the Tranche A Note Purchasers, the various banks and other lending 
institutions which are parties thereto from time to time, as the Tranche B Lenders, the various 
banks and other lending institutions which are parties thereto from time to time, as the Cash 
Collateral Lenders, and First Union National Bank, as the Agent for the Primary Financing Parties 
and, respecting the Security Documents, as agent for the Secured Parties and First Union National 
Bank as Escrow Agent Lessee (filed as Exhibit 4(ix) to the Registrant’s Annual Report on Form 
10-K for the year ended February 2, 2002 and incorporated herein by reference). 


Substantially all other long-term debt of Registrant (which other debt does not exceed on an 
aggregate basis 10% of the total assets of the Registrant and its subsidiaries on a consolidated 
basis) is evidenced by, among other things, (i) commercial paper, (11) industrial revenue bonds 
issued by industrial development authorities and guaranteed by Registrant, (iii) mortgages held by 
third parties on real estate owned by Registrant, (iv) stepped coupon guaranteed bonds held by a 
third party and guaranteed by Registrant and (v) yen denominated note payable collateralized by 
the expected future yen cash flows from license fees from Toys “R” Us — Japan. Registrant will 
file with the Securities and Exchange Commission (the “Commission’’) copies of constituent 
documents. 


Employment Agreement, dated March 14, 1978, between Registrant and Charles Lazarus and an 
amendment thereto, dated November 20, 1979 (incorporated herein by reference to Exhibit 2 in 
Schedule 13D, dated February 1, 1980 filed by Charles Lazarus, et al). An amendment dated 
March 23, 1982 to such employment agreement, incorporated herein by reference to Exhibit 10B 
to Registrant’s Annual Report on Form 10-K for the year ended January 31, 1982, Commission 
File Number 1-1117. An amendment dated December 7, 1982 to such employment agreement, 
incorporated herein by reference to Exhibit 10B to Registrant’s Annual Report on Form 10-K for 
the year ended January 30, 1983, Commission File Number 1-1117. An amendment dated April 
10, 1984 to such employment agreement, incorporated herein by reference to Exhibit 10B to 
Registrant’s Annual Report on Form 10-K for the year ended January 29, 1989, Commission File 
Number 1-1117. 


Amendment, dated as of June 10, 1998, to Employment Agreement between Registrant and 
Charles Lazarus (filed as Exhibit 10B to Registrant’s Annual Report on Form 10-K for the year 
ended January 30, 1999 and incorporated herein by reference). 


Consulting Agreement, dated as of June 11, 2003, between Registrant and Charles Lazarus. 


Form of Indemnification Agreement, between Registrant and each director of the Registrant. 
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Exhibit No. 
10.5* 


10.6* 
10.7* 
10.8* 


10.9* 
10.10* 


10.11* 
10.12* 


10.13* 
10.14 
10.15* 


10.16* 


10.17* 


10.18* 


10.19% 


10.20* 


10.21* 


10.22* 


Document 


Amended and Restated Toys “R” Us, Inc. 1994 Stock Option and Performance Incentive Plan 
effective as of November 1, 1993 (the “1994 Plan’) (filed as Exhibit A to Registrant’s Proxy 
Statement for the year ended February 1, 1997 and incorporated herein by reference). 


Amendment to the 1994 Plan, effective March 2, 2004. 
Amendment to the 1994 Plan, effective March 16, 2004. 


Amended and Restated 1995 Employee Stock Option Plan, effective as of June 30, 2000 (the 
“1995 Plan’) (filed as Exhibit 10.30 to the Registrant’s Annual Report on Form 10-K for the year 
ended February |, 2003 and incorporated herein by reference). 


Amendment to the 1995 Plan, effective as of March 2, 2004. 


Amended and Restated 1997 Employee Stock Option Plan, effective as of June 30, 2000 (the 
“1997 Plan’) (filed as Exhibit 10.31 to the Registrant’s Annual Report on Form 10-K for the year 
ended February |, 2003 and incorporated herein by reference). 


Amendment to the 1997 Plan, effective as of March 2, 2004. 


Toys “R” Us, Inc. 2001 Stock Option and Performance Incentive Plan, effective as of June 6, 2001 
(the “2001 Plan’) (filed as Exhibit B to Registrant’s Proxy Statement for the year ended 
February 3, 2001 and incorporated herein by reference). 


Amendment to the 2001 Plan, effective as of March 2, 2004. 
Amendment to the 2001 Plan, effective March 16, 2004. 


Amended and Restated Toys “R” Us, Inc. Non-Employee Directors’ Stock Option Plan effective 
as of September 19, 1990 (filed as Exhibit C to Registrant’s Proxy Statement for the year ended 
February 1, 1997 and incorporated herein by reference). 


Stock Unit Plan for Non-Employee Directors of Toys “R” Us, Inc., effective as of May 1, 1997 
(filed as Exhibit 10H to Registrant’s Annual Report on Form 10-K for the year ended January 30, 
1999 and incorporated herein by reference). 


Toys “R” Us, Inc. Non-Employee Directors’ Stock Unit Plan, effective as of June 10, 1999 (filed 
as Exhibit A to Registrant’s Proxy Statement for the year ended January 30, 1999 and incorporated 
herein by reference). 


Toys “R” Us, Inc. Non-Employee Directors’ Stock Option Plan, effective as of June 10, 1999 
(filed as Exhibit B to Registrant’s Proxy Statement for the year ended January 30, 1999 and 
incorporated herein by reference). 


Toys “R” Us, Inc. Non-Employee Directors’ Deferred Compensation Plan, effective as of June 10, 
1999 (filed as Exhibit C to Registrant’s Proxy Statement for the year ended January 30, 1999 and 
incorporated herein by reference). 


Amended and Restated Toys “R” Us, Inc. Management Incentive Compensation Plan, effective as 
of February 2, 2003 (filed as Exhibit F to Registrant’s Proxy Statement for the year ended 
February 1, 2003 and incorporated herein by reference). 


Amended and Restated Toys “R” Us, Inc. Partnership Group Deferred Compensation Plan 
effective as of November 1, 2002 (filed as Exhibit 10.32 to the Registrant’s Annual Report on 
Form 10-K for the year ended February 1, 2003 and incorporated herein by reference). 


Amended and Restated Toys “R” Us, Inc. Grantor Trust Agreement, dated as of October 1, 1995, 
between Registrant and American Express Trust company (filed as Exhibit 10.14 to the Form 8-B 
filed on January 3, 1996 and incorporated herein by reference). 


65 


Exhibit No. 
10.23* 


10.24* 


10.25 


10.26* 


10.27* 


10.28* 


10.29% 


10.30* 


10.31* 


10.32* 


10.33* 


10.34 


10.35 


10.36 


10.37 
12 
13 


Document 


Amended and Restated Toys “R” Us, Inc. Supplemental Executive Retirement Plan, effective as of 
December 3, 2003. 


Amended and Restated Toys “R” Us, Inc. Grantor Trust Agreement, dated as of January 31, 2003, 
between Registrant and Wachovia Bank, N.A. 


Shareholders Agreement, dated October 1, 1996, by and among Registrant, Jack P. Tate and Linda 
M. Robertson (filed as Exhibit A to Exhibit 2 to Registrant’s Quarterly Report on Form 10-Q for 
the quarter ended November 2, 1996, File No. 1-11609, and incorporated herein by reference). 


Retention Agreement between Toys “R” Us, Inc. and Louis Lipschitz dated as of May 1, 1997 
(filed as Exhibit 10P to Registrant’s Quarterly Report on Form 10-Q for the quarterly period ended 
May 3, 1997 and incorporated herein by reference.) 


Retention Agreement between Toys “R” Us, Inc. and Richard L. Markee dated as of May 1, 1997 
(filed as Exhibit 10P to Registrant’s Quarterly Report on Form 10-Q for the quarterly period ended 
May 3, 1997 and incorporated herein by reference.) 


Amendment to Retention Agreement between Toys “R” Us, Inc. and Richard L. Markee dated 
May 6, 1999 (filed as Exhibit 10P to Registrant’s Annual Report on Form 10-K for the year ended 
January 29, 2000 and incorporated herein by reference). 


Amended Form of Retention Agreement for Executive Officers of Toys “R” Us, Inc. (filed as 
Exhibit 10U to Registrant’s Annual Report on Form 10-K for the year ended February 3, 2001 and 
incorporated herein by reference). 


Retention Agreement between Toys “R” Us, Inc. and John H. Eyler, Jr. dated January 6, 2000 
(filed as Exhibit 1OBB to Registrant’s Annual Report on Form 10-K for the year ended January 29, 
2000 and incorporated herein by reference). 


Retention Agreement between Toys “R” Us, Inc. and Christopher K. Kay, dated August 3, 2000. 


Consulting Agreement between Toys “R” Us, Inc. and Michael Goldstein dated as of June 6, 2001 
(filed as Exhibit 1OEE to the Registrant’s Annual Report on Form 10-K for the year ended 
February 2, 2002 and incorporated by reference). 


Amendment to Consulting Agreement, dated as of June 2, 2003, between Toys “R” Us, Inc. and 
Michael Goldstein. 


Stock Pledge Agreement, dated as of July 20, 2001, between Toysrus.com, Inc. and John Barbour 
(filed as Exhibit 10.28 to the Registrant’s Annual Report on Form 10-K for the year ended 
February 1, 2003 and incorporated herein by reference). 


Non-Recourse Promissory Note, dated as of July 20, 2001, from John Barbour to Toysrus.com, 
Inc. (filed as Exhibit 10.29 to the Registrant’s Annual Report on Form 10-K for the year ended 
February 1, 2003 and incorporated herein by reference). 


Toys “R” Us, Inc. Split Dollar Plan, effective February 1, 1996 and Amendment to Toys “R” Us, 
Inc. Split Dollar Plan, effective November 5, 2003. 


Toys “R” Us, Inc. Management Deferred Compensation Plan. 
Statement re: computation of ratio of earnings to fixed charges 


Registrant’s Annual Report to Stockholders for the year ended January 31, 2004. Except for the 
portions thereof that are expressly incorporated by reference into this report, such Annual Report 
is furnished solely for the information of the Commission and is not to be deemed “filed” as part 
of this report: Item 2. Properties — Store Count and Item 6. Financial Highlights. 
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Exhibit No. 


14 


21 
23 
24 
31.1 


31.2 


32.1 


32.2 


Document 


Toys “R” Us, Inc.’s Chief Executive Officer and Senior Financial Officers Code of Ethics, 
adopted September 2003 


Subsidiaries of Registrant. 
Consent of Independent Auditors, Ernst & Young LLP. 
Power of Attorney, dated in March 2004. 


Certification of Chief Executive Officer pursuant to Rule 13a — 14(a) and Rule 15d — 14(a) of the 
Securities and Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley 
Act of 2002. 


Certification of Chief Financial Officer pursuant to Rule 13a — 14(a) and Rule 15d — 14(a) of the 
Securities and Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley 
Act of 2002. 


Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant 
to Section 906 of the Sarbanes-Oxley Act of 2002. 


Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to 
Section 906 of the Sarbanes-Oxley Act of 2002. 


* Management contract or compensatory plan, contract or arrangement 
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The Board of Directors 


John H. Eyler, Jr.! 


Chairman of the Board, President 


and Chief Executive Officer 
Board member since 2000 


RoAnn Costin 2 

President, Reservoir Capital 
Management, Inc. 

Board member since 1996 


Roger N. Farah !4 
President & COO, 


Polo Ralph Lauren Corporation 


Board member since 2001 


Peter A. Georgescu 2+ 
Chairman Emeritus, 
Young & Rubicam Inc. 
Board member since 2001 


Cinda A. Hallman 


Former Chief Executive Officer, 


Spherion Corporation 
Board member since 2003 


Calvin Hill 3 
Independent Consultant 
Board member since 1997 


Nancy Karch 24 

Former Director, 
McKinsey & Company 
Board member since 2000 


Norman S. Matthews !34 
Former President, 


Federated Department Stores, Inc. 


Board member since 1995 


Arthur B. Newman !2.3 

Sr. Managing Director, 
The Blackstone Group L.P. 
Board member since 1997 


Frank R. Noonan 

Former Chairman & CEO, 
R.H. Donnelly Corporation 
Board member since 2004 


Executive Committee 
Audit Committee 


RW NN 


Corporate & Administrative Officers 


John H. Eyler, Jr. 
Chairman of the Board, President 
and Chief Executive Officer 


Richard L. Markee 
Vice Chairman of Toys “R” Us, Inc.; 
President — Toys “R” Us U.S. 


John Barbour 
Executive Vice President — 
President — Toys “R” Us International 


Francesca L. Brockett 
Executive Vice President — 
Strategic Planning/Business Development 


Deborah M. Derby 
Executive Vice President — 
Human Resources 


James E. Feldt 

Executive Vice President — 
President — Merchandising and 
Marketing, Toys “R” Us U.S. 


Christopher K. Kay 
Executive Vice President — 
Operations and Corporate Secretary 


Warren F. Kornblum 
Executive Vice President — 
Chief Marketing Officer 


Louis Lipschitz 

Executive Vice President — 
Chief Financial Officer 
Retired March 12, 2004 


John Holohan 
Executive Vice President — 
Chief Information Officer 


Michael C. Jacobs 
Sr. Vice President — Logistics 


Jon W. Kimmins 
Sr. Vice President — Treasurer; 
Assistant Secretary 


Dorvin D. Lively 
Sr. Vice President — Corporate Controller 


David J. Schwartz 
Sr. Vice President — General Counsel; 
Assistant Secretary 


Peter W. Weiss 
Sr. Vice President — Taxes; 
Assistant Secretary 


Ursula H. Moran 
Vice President — 
Investor Relations and Corporate 
Communications 


Compensation and Organizational Development Committee 
Corporate Governance and Nominating Committee 


Divisional Officers 


Raymond L. Arthur 
President — Toysrus.com 


Elliott Wahle 
President — Babies “R” Us and Kids “R” Us 


Joan W. Donovan 

Sr. Vice President — 

General Merchandise Manager, 
Toys “R” Us International 


Jonathan M. Friedman 
Sr. Vice President — Chief Financial Officer, 
Toys “R” Us U.S. 


Andrew R. Gatto 
Sr. Vice President — Product Development, 
Toys “R” Us U.S. 


Steven J. Krajewski 
Sr. Vice President — 
Operations, Toys “R” Us U.S. 


Amy Parker 
Sr. Vice President — 
Marketing, Toys “R” Us U.S. 


James G. Parros 
Sr. Vice President — Toys “R” Us U.S. 


David E. Schoenbeck 
Sr. Vice President — Operations, 
Babies “R” Us and Kids “R” Us 


Pamela B. Wallack 

Sr. Vice President — General Merchandise 
Manager, 

Babies “R” Us and Kids “R” Us 


International Country Presidents & 
Managing Directors 


David Rurka 
Managing Director — Toys “R” Us U.K. 


Monika Merz 
President — Toys “R” Us Canada 


Michael C. Taylor 
Managing Director — 
Toys “R” Us Central Europe 


Antonio Urcelay 
President — Toys “R” Us Southern Europe 


Stores Across the U.S. at Jan. 31, 2004 


Toys “R” Us Babies “R” Us Kids “R” Us 

Alabama i, 3 at 
Alaska 1 - - 
Arizona 11 4 = 
Arkansas 4 - - 
California 82 20 4 
Colorado 8 4 - 
Connecticut 10 3 a 
Delaware 2 al dl 
Florida 46 13 5 
Georgia 20 8 il 
Hawaii 1 - = 
Idaho 2 al - 
Illinois 32 8 5 
Indiana 13 6 - 
Towa 8 dl - 
Kansas 5 il = 
Kentucky 8 2 

Louisiana 9 2 - 
Maine 2 1 - 
Maryland 18 4 il 
Massachusetts 19 6 1 
Michigan 25 9 5 
Minnesota 10 2 - 
Mississippi 6 - - 
Missouri 13 5 - 
Montana il = = 
Nebraska 3 - = 
Nevada 4 3 - 
New Hampshire 5 1 - 
New Jersey 26 9 6 
New Mexico 4 il - 
New York 46 13 7 
North Carolina 16 7 - 
North Dakota ‘il - - 
Ohio a2 10 

Oklahoma 5 2 

Oregon 8 2 = 
Pennsylvania 33 a2 2 
Rhode Island 1 ‘il - 
South Carolina 9 3) - 
South Dakota 2 - - 
Tennessee 14 4 - 
Texas 51 16 - 
Utah 6 il - 
Vermont al - - 
Virginia 22 7 il 
Washington 15 2 - 
West Virginia 4 - - 
Wisconsin 10 - - 
Puerto Rico 4 - - 

685 198 44* 


*The remaining 44 Kids“R’Us stores will close during the first half of 2004. 


Toys“R”Us International - 574 


Australia 30 Norway 

Austria 10 Oman 

Bahrain i Portugal 

Canada 64 Qatar 

Denmark any Saudi Arabia 
Egypt il Singapore 

France 33 South Africa 
Germany 48 Spain 

Hong Kong T Sweden 
Indonesia 3H Switzerland 
Israel 2 Taiwan 

Japan 146” Turkey 

Kuwait v United Arab Emirates 
Malaysia om United Kingdom 
Mauritius i *Franchise or licensee. 
Netherlands Ales **48% owned. 


Stockholder Information 


Company Offices 

One Geoffrey Way 

Wayne, New Jersey 07470 
973-617-3500 


Annual Meeting 

The Annual Meeting of Toys “R” Us, Inc. stockholders will be held 
at 8:30 a.m. on June 2, 2004 at The Toys“R”Us flagship store, 
1514 Broadway at 44th Street, New York, NY. A formal notice 

of the meeting was mailed to stockholders with this report. 


Common Stock Listed 
New York Stock Exchange, Symbol: TOY 


Corporate Secretary 

Christopher K. Kay 

Executive Vice President 

One Geoffrey Way, Wayne, New Jersey 07470 


General Counsel 

David J. Schwartz 

Senior Vice President 

One Geoffrey Way, Wayne, New Jersey 07470 


Registrar and Transfer Agent 
American Stock Transfer and Trust Company 
59 Maiden Lane New York, NY 10038 
877-777-0800 


Independent Auditors 
Ernst & Young LLP 
5 Times Square, New York, NY 10036 


Stockholder Information 

The company will supply to any owner of its common stock, 
without charge, a copy of the Annual Report on Form 10-K, 
for the year ended January 31, 2004, which has been filed 
with the Securities and Exchange Commission. Requests must 
be made in writing to: Investor Relations, Toys“R” Us Inc., 
One Geoffrey Way, Wayne, New Jersey 07470. 


Stockholder information, including quarterly earnings 

and other corporate news releases, can be obtained on the 
Internet at www.toysrusinc.com or by calling 800-TOYS R US. 
A version of the Toys “R” Us, Inc. 2003 Annual Report 

will be available at www.toysrusinc.com by May 2004. 


Significant news releases are anticipated 
to be available as follows: 

Call on or after... 
May 17, 2004 
Aug. 16, 2004 
Nov. 15, 2004 
Jan. 6, 2005 


For the following... 
1st Quarter Results 
2nd Quarter Results 
3rd Quarter Results 
Holiday Sales Results 


TYSEPUS BABIESHUS YovS USE>M 


1 ySn US’ beshyes 


